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Abstract 

This dissertation focuses on industrial policy in two developing countries: Peru and Ecuador. Informed by 
comparative historical analysis, it explains how the Import-Substitution Industrialization policies 
promoted during the 1970s by military administration unravelled in the following 30 years under the 
guidance of Washington Consensus policies. Positioning political economy in time, the research 
objectives were two-fold: understanding long-term policy reform patterns, including the variables that 
conditioned cyclical versus path-dependent dynamics of change and; secondly, investigating the direction 
and leverage of state institutions supporting the manufacturing sector at the dawn, peak and consolidation 
of neoliberal discourse in both countries. 
 
Three interconnected causal mechanisms explain the divergence of trajectories: institutional legacies, 
coordination among actors and economic distribution of power. Peru’s long tradition of a minimal state 
contrasts with the embedded character of Ecuador long tradition of legal protectionism dating back to the 
Liberal Revolution. Peru’s close policy coordination among stakeholders –state technocrats and business 
elites- differs from Ecuador’s “winners-take-all” approach for policy-making. Peru’s economic dynamism 
concentrated in Lima sharply departs from Ecuador’s competitive regional economic leaderships.  
 
This dissertation paid particular attention to methodology to understand the intersection between structure 
and agency in policy change. Tracing primary and secondary sources, as well as key pieces of legislation, 
became critical to understand key turning points and long-term patterns of change. Open-ended interviews 
(N=58) with two stakeholder groups (business elites and bureaucrats) compounded the effort to knit 
motives, discourses, and interests behind this long transition. In order to understand this amount of data, 
this research build an index of policy intervention as a methodological contribution to assess long patterns 
of policy change. These findings contribute to the current literature on State-market relations and varieties 
of capitalism, institutional change, and policy reform.  
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Chapter 1 

Introduction: The Political Economy of Industrial Policy 

Industrialization was expected to change the social order and all it did was to supply manufactures! 
Albert Hirschman, 1968 

 
Industrialization arrived in Latin America in the last quarter of the 19th century. In some 

cases, manufacturing developed out of the effort by successful national and foreign commodity 
exporters eager to diversify their enterprises. In other cases, it grew out of initiatives to scale up 
successful artisanal workshops in response to the increased demand in urban centers (Hirschman, 
1968, p. 5). Industrial policy had a different genesis altogether. It had a lethargic and uneven 
history in the region. Among regional powers like Brazil, Argentina and Mexico, industrial policy 
was first tested by authoritarian and populist governments during the early years of the Great 
Depression and the 1940s. In middle-sized economies like Chile and Colombia, industrial policy 
was the direct result of political arrangements that included the ascendant industrial class, the 
traditional elites and their political parties, during and immediately after the Second World War 
(O’Donnell, 1979; Wogart, 1978). In smaller countries, the wave of industrial policy arrived 
much later. Some countries wanted to replicate the success of neighbouring countries; in other 
cases, the Economic Commission for Latin America and the Caribbean –ECLAC- and its 
prestigious secretary, Raúl Prebisch influenced the decision (Dosman, 2008, p. 281). The pro 
industrial policy drive waned by the end of the 1970s, with the downturn in commodity prices, 
the debt crisis and widespread recession in the industrialized world. 

During the 1980s and 1990s, neoliberal economic reforms took hold in Latin American 
countries. United around a policy agenda known as the “Washington Consensus,” international 
financial institutions pressured Latin American countries to dismantle their protectionist, state-
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centric development paradigm and enact pro-market policies. Among the policies targeted for 
reform were those that promoted industrial production for domestic consumption – otherwise 
known as import-substitution industrialization (ISI). So, instead of being seen as the key strategy 
to overcome underdevelopment and backwardness (Prebisch, 1949), ISI became synonymous 
with inefficient statism and rigged markets (Williamson, 1990). But the history of industrial 
policy –at least the protectionist version of it- does not end with the introduction of neoliberal 
reformism in Latin America. We know very little of how and under what conditions the transition 
from ISI to other type of industrial policy took place and to what extent this process varied from 
country to country.   

During the 1980s, studies about interest groups made important contributions to 
explaining the role of industrialists and economic elites in economic policy making and industrial 
policy as well (Conaghan, 1983; Durand, 1982). Still, the Washington Consensus was just settling 
in, and it was difficult to assess its impact on specific policies. The relationship of 
macroeconomic restructuring and democratization became the central focus of attention (Grindle, 
1991, 1980; Teichman, 2001; Weyland, 2002). During this transition, political science literature 
focused on the relationship of neoliberal reforms to societal change. For instance, the new 
literature was interested on how these reforms shifted state power towards interest groups or 
mobilized social constituencies. The literature about economic groups and the influence these 
groups exerted has made important contributions in this line of inquiry  (Ross-Schneider, 1991; 
Durand, 1994). Critical studies of neoliberalism have also flourished, focusing on the 
marginalization of vulnerable population (Saad-Filho & Johnston, 2005; Kurtz & Brooks, 2008; 
Weyland, 2004). Industrial policy became lost in the new literature for quite a while. 

Yet, structural reforms did not progress as steadily as expected. A 2001 assessment by 
Eduardo Lora (2001) determined that most of the region lagged behind regarding comprehensive 
Washington style reforms. In a scale from 0 to 1, the average index for all Latin American 
countries in structural reform reached 0.34 in 1985 and just 0.58 by the end of the 1990s (p. 3). 
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The most successful countries reforming trade policy -the area most directly related to industrial 
policy- were Bolivia, Chile, Peru, Uruguay, and Paraguay that registered at 0.9 of the index. 
Ecuador was below average at 0.56 on the scale (p. 22). Even among International Financial 
Institutions (IFIs) experts, there was a clear sense of underperformance. Moreover, there was also 
the indication that reforms worked unevenly across different countries, and the political process 
played a crucial role in this outcome (Lora, 2007, p. 36). This large-N work offered an interesting 
starting point to investigate the causal mechanisms that induced a slow process of reform in one 
country and accelerated transitions in others. Widespread variation in the process of adjustment 
was not directly linked to different historical legacies and institutional arrangements left by the 
period of aggressive ISI policy programs. 

Adding to the unevenness of reform, Ecuador, one of the late late industrializers, 
officially revived a new version of ISI policies called Selective Import Substitution 
Industrialization –SISI- in 2009 (Senplades, 2009). This puzzling development added important 
questions about industrial policy reform under neoliberalism and the distinctive patterns of policy 
change in the region. At the same time, Peru, another late late industrializer was consolidating 
sectoral reform with Productive Development Policies (PDPs), after 20 years of uninterrupted 
neoliberal reformism. 

Regarding context, it was important to assess whether Ecuador’s U-turn in ISI policies 
was an outlier in the region or if they were more cases, after the leftist wave that swept Latin 
American democracies since 1999 (Flores Macías, 2012). This left turn has had two tiers. Chile 
(since 1990), Brazil, Uruguay, El Salvador are part of the moderate social democratic version. 
These democracies have continued a long trend of capitalist economic development and fiscal 
conservatism, albeit with improved investment in social safety nets. Venezuela, Ecuador, Bolivia, 
Nicaragua and –for some time- Argentina leaned towards a more radical one, called Socialism of 
the 21st Century (Levitsky & Roberts, 2011; Castañeda y Morales, 2008). From the latter pack, 
only Ecuador had announced a full revival of ISI policies, including a program to “transform the 



 4

productive matrix of the country” (Senplades, 2009, p. 103). Venezuela has had scattered 
programs promoting endogenous development. However, none of them specifically aimed at 
industrialization as the main tool for economic development.  

Time was an important variable to consider. The abundant literature on neoliberal 
reforms after the 1990s have neglected the long-term pattern of changes that have influenced the 
pace of neoliberal transition with some outstanding exceptions. Industrial policy –at least the ISI- 
have had strong roots in Latin America. It became embedded in the economic policy framework 
for many decades previous to the arrival of the Washington Consensus, and it was widely 
instrumental for both the political and the industrialist class. It was important to understand the 
historical legacies within cases that determine different patterns of transition and influenced the 
pace and character of liberalization. This dissertation addresses this lacuna in the literature by 
introducing time and sequence as variables in the policy process, including an analysis of the 
long-term patterns of change that guided industrial policy throughout the neoliberal reform era. In 
addition, this dissertation re-engages the debate about industrial policy, the role of the state and 
its impact on economic development in the political economy literature. 

 
Guiding questions and method 

Was there really a paradigm shift in Latin American when it comes to industrial policy? 
If so, how long did countries take to reform? How have domestic politics and historical legacies 
shaped the pace and the ways at which institutions change? How was it possible that a country 
made a U-turn after more than 20 years of neoliberal influence to move in the opposite direction? 
How did this pattern differ from the experience of other similar cases in Latin America? And 
what do these policy transitions tell us about institutional change in Latin America? 

The dissertation will address these questions by explaining how and why industrial policy 
changed after the end of import substitution industrialization era. In that sense, the central object 
under investigation will be industrial policy understood as a political process that involves a 
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complex interaction of actors and institutions, politics and economics within a specific context 
and time. That is to say; the dependent variable is industrial policy, and the study will focus on 
the process of policy-making influenced by actors, ideas and limited by institutional frameworks 
and economic structures. 

Comparative Historical Analysis –CHA- is the research tradition that can best guide this 
research inquiry with its focus on large-scale causal factors, outcomes and complex 
organizational arrangements (Mahoney & Thelen, 2015, p. 5). CHA is a method to understand 
politics in time and how temporal structure provide different answers to questions of causality 
(Pierson, 2004, p. 97). Placing the political economy of industrial policy in time is all the more 
important, because industrial policy has been such an important issue in Latin America, subject to 
permanent interpretation and reinterpretation, according to the changing interests and preferences 
of actors in different contexts (Hall, 2011, p. 217). But perhaps what is more relevant to this 
specific puzzle is the extent to which specific mechanisms of change can be investigated, and 
whether domestic as opposed to exogenous events exerted more influence in the evolution of 
industrial policy as an institution (Thelen, 2003, p. 209). In essence, CHA considers the multiple 
factors influencing policy process and how important the evolution of those factors is for 
understanding change. 

 
A Small-N case study 

The research design aimed for a small-N controlled comparison of most similar cases as 
the best method of inquiry. Since the locus of this research questions is Latin America, the cases 
were chosen according to the relevance of the research questions. Usually, the main concern 
associated with comparative historical analysis has to do with problems of selection bias and the 
selection of the dependent variable(s) (Geddes, 1990). However, the comparative historical 
method defends the case study approach on the basis that it aims at identifying causal complexity 
rather than extending its findings to larger numbers of cases (Mahoney and Larkin-Terrie, 2008). 
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A researcher needs systematic and comparable information on cases to proceed with process 
tracing. Process tracing involves the close examination of pieces of evidence to identify the 
causal variables that produced an outcome (Bennett, 2010, p. 210). 

For example, John Gerring (2008) recommends that “in order to isolate a number of cases 
that both reproduces the relevant causal features of a larger universe (representativeness) and 
provides variation along the dimensions of theoretical interest (causal leverage), case selection for 
very small samples must employ purposive (non-random) selection procedures” (p. 645). In the 
political economy of ISI transformation, Latin America stands as the “larger universe.” As 
previously noted, Brazil, Argentina, and Colombia have extensively been studied in this regard. 
To provide increase leverage to the comparative analysis study, two cases that fitted the most 
similar case design were selected. Economic per capita income, similar percentage of people 
living under the poverty line (as of 1970), similar international pressures, experience as late late 
industrializer and analogies in military authoritarian experience were among the macro variables 
considered for the case selection of cases. 

These similar characteristics allowed the design of a purposive (non-random) selection 
using the most similar case method. Usually, this technique selects two or more cases in which 
many of the dependent variables are the same or at least follow the same trajectory, except for the 
independent variable to be explained (Gerring, 2008). Also, similar cases enable the discussion of 
multiple outcomes on the dependent variable.  

Within late late industrializers, Ecuador and Peru constitute an ideal match for a most 
similar case approach. For one thing, both countries experienced the peak of ISI around the same 
time in the early 1970s, so they share the point of departure for the process of unraveling of ISI. 
On the other hand, both countries had similar political experiences with authoritarianism. These 
are the only two countries where left-leaning nationalist military rulers embraced ISI as the core 
of their developmental objectives. Democratic governments carried out neoliberal reforms in both 
countries even though their democratic transition became extremely volatile as the first decade of 
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democracy consolidated fragmented party systems. Additionally, both countries were subject to 
the same external pressures and changes in the international economy like the boom of oil prices 
in the 1970s and then the sudden burst of commodity exports during the early 1980s that affected 
domestic incentives channeled to manufacturing development. Most importantly, both were and 
currently are members of the Andean Community, also known as the Andean Pact. At the height 
of protectionism, this regional organization promoted ISI programs and coordinated industrial 
policy across its member states as well. Yet, what makes these cases even more interesting for the 
purpose of this study are the divergent paths that their industrial policies had taken after 30 years 
of neoliberal influence and, whether or not these patterns of change were shaped by the initial 
critical juncture of military implementation of ISI policies. 

The research questions anticipated multiple causal mechanisms at play and different 
patterns of long-term industrial policy change. Thus, the research design required an examination 
of an extended period of time. The time frame selected for the analysis is the 30 years of 
industrial policy reform from 1980 until 2010 for various reasons. First, three decades provides 
enough data to assess the pattern of policy change and determine the type of change experienced 
by each country. Second, the time frame provides leverage to assess the type of causal 
mechanisms at play at different points in time. Finally, this period encompasses the return to 
democratic rule as the point of departure of the analysis as well as the return to ISI-type industrial 
policies in Ecuador at the end of the policy cycle. 

To understand the evolution of ISI policies under neoliberalism, the inquiry begins with 
the period of military reformism -considered the peak of protectionist industrial policy in Ecuador 
and Peru- as the critical juncture for both countries. According to Berins-Collier and Collier 
(1991), a critical juncture is “a period of significant change which typically occurs in distinct 
ways in different countries and which is hypothesized to produce distinct legacies” (p. 29). A 
hypothesis of this study is that the character and depth of military interventions of the 1970s 
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became an important determinant of how and at what pace industrial policy changed in the 
subsequent years. 

Figure 2.1 Summary of the period under analysis 

 
The case-based analysis proceeds in two stages. First, an index of policy intervention will 

be created to determine the patterns and typology of changes during the post military period 
1980-2010 in both countries. The index assesses industrial policy configurations at regular 
intervals of time to measure the extent of state intervention by scoring instruments of industrial 
policy to avoid assigning a priori a pattern or typology of change. Chapter Two will describe in 
detail the parameters and variables used for the index. Methodologically, a contribution of this 
dissertation is the creation of an index to identify patterns of policy change that, at the same time, 
could provide evidence-based typologies of policy change, especially when analyzing long 
stretches of time. 

The second stage will proceed with comparative historical analysis to identify the 
mechanisms that explain the patterns of industrial policy change and the rationale for the 
differences in the type of change in the two countries. The method of controlled comparison of 
cases will help maintain comparability among data indicators and qualitative variables in both 
countries. The aim is to understand the breath of industrial policy reform and the characteristics 
of the new policy framework by assessing plausible causal inferences. Arguably, one of the most 

Chronology 

Peak of ISI policies: 
1968-1975 

Velasco Alvarado 
administration 

Peak of ISI 
policies: 

1972-1979 
Rodríguez Lara 
Military Junta 

PE
RU

 
EC

UA
DO

R 

1980-2010 Fallout of ISI and Neoliberal reforms 

1980-2007 ISI unraveling  2007- ? 
Return of 
Selective-ISI: 
Rafael Correa 
administration 
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important contributions of this thesis is the long-term historical comparison of industrial policy in 
these two countries that shows how domestic determinants had more leverage for moving 
institutional changes than international pressures for paradigm shifts. 

 
Methodology and approach to research 

To answer the research questions outlined above, a method of structured focused 
comparison of two similar cases has been chosen (George & Bennett, 2005). Similarly structured 
central questions will be applied to each case. This approach guides the data collection and 
process tracing so that the systematization of findings will be as parsimonious as possible. The 
exclusive focus on industrial policy as a subset of economic and development policies has the 
specific intention of achieving a better understanding of the mechanisms at work inside this 
specific sectoral policy. 

A multi-method quantitative and qualitative research strategy will be part of the research 
approach. The qualitative analysis is combined with quantitative data collections like time-series 
of credit, tariff rates, and subsidies assigned as part of industrial policy incentives during the 
thirty-year period of analysis of this thesis. The quantitative data serves the qualitative analysis in 
two ways: first, by indicating important tipping points in policy change and; second, by 
facilitating the process tracing of causal mechanisms at different points in time (Tarrow, 2010, p. 
104). In turn, process tracing findings help to set up a quantitative index presented in Chapter 
Four, by identifying the policy variables to be scored. 

Process tracing has proven to be useful for tracking policy changes over time.  
It requires the researcher to identify actors and actions that affect the policy process and examine 
how structural constraints (such as the institutional framework in which they operate) affect their 
decision-making. Process tracing diagnoses the numerous observations that could link 
relationships among different variables. This evidence could create a problem, where the number 
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of variables exceeds the number of cases. However, this provides opportunities for theory 
building following the rules of inference that guide the analysis (Bennett, 2010, p. 209). 
 An important part of the structured focused comparison rests on an adequate selection of 
cases. In this sense, this research design followed two strategies. First, the cases studies should be 
representative of the larger universe of Latin American countries that implemented ISI at a late 
stage in their modernization process. The design is assumming a shared colonial and 
independence past and similar external geopolitical pressures and conditions. Second, the cases 
should show variations in the outcome of interest –the path taken towards neoliberal reform- 
while holding constant other relevant dimensions in the cases. The result was a most similar case 
design, the method of difference according to J.S. Mills (1974), because the two cases chosen –
Peru and Ecuador- shared similar background conditions that might be relevant to the outcome of 
interest (Seawright & Gerring, 2008, p. 304). The rationale for the most similar case design 
chosen for this inquiry is discussed in detail in Chapter Three. For now, it is important to stress 
that case study design is the perfect approach to “look at a large number of intervening variables 
and inductively observed any unexpected aspects of the operation of a particular causal 
mechanism or help identify what conditions present in a case activate that causal mechanism” as 
George & Bennet (2005) have suggested (p. 21).  
 
Data collection 

Before commencing data collection, this project received the research ethics approval 
from the Queen's University General Research Ethics Board (included in Appendix A). The data 
necessary for process tracing the policymaking processes comes from a variety of sources. The 
data collection will include information from public documents such as policy reports, speeches, 
news accounts and legal instruments like laws, decrees, by-laws and constitutions.  

In-depth interviews with historical participants in industrial policy-making were a 
fundamental tool for process tracing relevant evidence to assess policy change in time. Following 
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Hall & Taylor (1996) “the focus on the meanings that historical actors attribute to their own 
actions, greatly enhances the realism of the analysis” (p. 954). Open-ended interviews were 
sought with 60 individual participants in the two countries, Ecuador, and Peru. A total of 58 
persons accepted and consented their inclusion in this project (N=30 for Ecuador; N=28 for Peru). 
The research design identified two types of informed participants directly involved in industrial 
policy-making: a) industrialists/business association members and; b) state bureaucrats/public 
official. The latter category is comprised of two subgroups: career bureaucrats and high-profiled 
political appointees to high positions of power. The methodology involved a purposeful effort to 
have an equal number of each type of participant answering the questions as much as 
representativeness for the different policy intervals of time during the 30-year period under 
analysis. In many cases, relevant cases of revolving-door type participants (businessman-turned-
public officer-turned-businessman) were included in the sample, even though this inclusion 
blurred the lines of the original design of two types of policy actors: industrialists and 
bureaucrats. However, these interviews enriched the understanding of the policy process, since 
they broke down the dualistic vision about the actors behind industrial policy-making. The letter 
of information and the consent form sent to participants are in Appendix B and C.  

Open-ended interviews used a semi-structured questionnaire included in Appendix D. 
The transcribed interviews were analyzed and informed process tracing and confirmed 
quantitative data observations. Interviews were also helpful to interpret and confirm motives, and 
policy goals in their proper context. They also provided a thoughtful interpretation of the 
connection between the legal framework and the agencies in charge of policy implementation 
and, more importantly, about the hierarchies and leadership behind the policy-making process. In 
the end, their responses helped to build a coherent narrative across cases.  
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Structure of the dissertation 
The dissertation is organized in eight chapters. Chapter Two presents a critical review of 

the literature on the comparative political economy of industrial policy. It also provides a brief 
account of the history of Import Substitution Industrialization in Latin America and the main 
ideas behind this tradition that became predominant in the first half of the 20th century in Latin 
America. The chapter ends with a discussion of actors and stakeholders present throughout the 
policy process. 

Chapter Three discusses Historical Institutionalism and Comparative Historical Analysis 
as the research traditions that offer the best analytical tools to assess industrial policy 
transformation in these two countries. Time and sequence in the study of long processes become 
central to understand the typologies of change in this analysis. As a contribution to the discussion 
about method in the CHA tradition, this dissertation proposes the use of an index of policy 
intervention, which could help assessing long-term patterns of change and typologies of change 
for comparative policy analysis exercises. After explaining the policy metadata and the scoring 
chart, the chapter test the index for the 30 years under analysis. Then, the index is tested in longer 
period of time to understand regularities and longer patterns in industrial policy change. The latter 
exercise helps to identify persisting historical legacies that could had influenced over the way ISI 
unraveled after 1980. 

Chapter Four provides a brief overview of the history of industrial policy in Ecuador and 
Peru. Using history as a tool to understand the timeline of the policy process, this chapter expands 
the narrative of the origins of industrial policy in both countries, including the policy instruments, 
actors, and institutional framework for the military interventions of the 1970s.  

Chapter Five uses the index of policy intervention developed in the previous chapter to 
systematically describe changes in ISI industrial policy in the 30-year period of analysis, for each 
element of the metadata. The indexes’ main objective is to identify the pattern of policy change 
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present after the critical juncture of the military interventions in both countries. The chapter uses 
the index to describe the evolution of policies, including instruments and institutional changes. 

Chapter Six analyzes the causal mechanisms behind Peruvian dismantling of industrial 
policy after the 1970s military intervention. Time, sequence and agency are central to explaining 
the dramatic reaction against General Velasco Alvarado’s brand of Import Substitution 
Industrialization. Moreover, the analysis explains why Velasco’s intervention triggered a path 
dependent trajectory of the reactive type, reinforcing over time the transition towards market-
oriented productive development policies and away from state intervention. A consensus about 
the breath and direction of changes had locked-in neoliberal reform to ISI for the time being. 

Chapter Seven provides an in-depth explanation of the slow-moving policy change that 
Ecuador experienced after the peak of ISI policies during the 1970s. Contrarily to what happened 
in Peru, this dissertation explains how Ecuador followed a different pattern of change that 
evolved in relation to commodity export cycles. The inability to reform trapped Ecuador in an 
iterative pattern of layering laws, incentives, even agencies without a shared sense of direction 
among stakeholders, notably, the main policy beneficiaries, the industrialists. 

Finally, Chapter Eight advances conclusions about the character and depth of neoliberal 
reformism in regard to industrial policy. It also discusses the conscious transformation of the role 
of the state in supporting manufacturing development in the case of Peru and the difficult 
experience of Ecuador in reaching agreements to either consolidate or reform traditional 
industrial policy protection. Reflecting on the research, this chapter highlights the contributions of 
this thesis to the current literature in comparative political economy. 
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Chapter 2 

Industrial policy in comparative perspective 

The developmental state is dead: long live the developmental state! 
Stephan Haggard, 2015 

 
The study of industrial policy and industrialization encompasses various research 

traditions in social sciences. Industrialization has been at the core of comparative and global 
political economy, development economics and the economic history of capitalism. Industrial 
policy has a privileged place in literature on the developmental state (Evans, 1995; Wade, 2004) 
and more recently within the ‘varieties of capitalism’ school (Hall & Soskice, 2001). It also has a 
distinctive history in Latin America. From Marxist perspectives and dependency theory to 
structural and neoclassical analysis of protectionist industrial policy, economists have framed 
industrial policy within larger debates about dependence, development, and long-term economic 
growth. Political scientists and sociologists have also considered the issue central to political 
economy. Seminal works have studied the relationship of bureaucratic authoritarianism with 
industrialization and modernization stints in late late industrializers such as Brazil, Argentina and 
Chile (O’Donnell, 1988; Stepan, 1988). Interest-groups’ studies about the industrialist class and 
its relationship with the State during ISI have been foundational for understanding the role of 
economic elites in development and democratization in Latin America.  

During the 1990s, the Washington Consensus policies and their consequences dominated 
the research agenda for Latin America. The emphasis moved from industrialization or industrial 
policies to macroeconomic adjustment, State reforms as a whole, and their effects on democratic 
transition (Teichman, 2001; Weyland, 2002). Most recent studies have focused on specific 
industrial policy instruments, related to global value-added chains or cluster development or to 
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the success or failure of specific industries in relation with State policies supporting them 
(Haussman, 2010; Rodrik, 2009).  

This chapter reviews the literature on industrial policy in comparative perspective. The 
first section discusses the definition of industrial policy and how this policy was applied in 
successful East Asia cases, as well as some countries in Latin American, such as Brazil and Chile. 
The second section provides a historical account of industrial policy in Latin America and, within 
it, the origins and main policy features of import-substitution industrialization. The third section 
discusses the Washington Consensus and its implication for the paradigm shift in industrial 
policy-making and critical assessments of neoliberal reform in sectoral policies. The chapter 
concludes with a brief description of policy actors in the Andean region. 
 
From dependence to neoclassical economics 

In Latin America, industrialization was not just another development policy. Throughout 
the 20th century, it became the cornerstone of strategies to overcome underdevelopment and 
dependency, poverty and exclusion (Stewart, 2005, p. 51).  As Albert Hirschman (1968) put it, 
“industrialization was expected to change the social order and all it did was to supply 
manufactures!” (p. 33). Among historians and sociologists, Marxist categories dominated the 
analysis. Import Substitution Industrialization was regarded as another instrument to increase 
capital accumulation and exploitation favouring the metropolis, in an already skewed 
international division of labour. The Economic Commission for Latin America and the Caribbean 
–ECLAC- was viewed it as “an ideological mouthpiece” for the Alliance for Progress region 
(Günder Frank, 1969, p. 392). For them, the piecemeal solutions offered by national bourgeoisies 
had failed to promote development and invited more exploitation from the metropolis in the form 
of foreign direct investment and repatriation of profits from services and royalties. ISI did not 
help to overcome underdevelopment, only to stave off neo-imperialism for a short period of time 
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(p. 393). ISI was just an accident of particular historical circumstances when the metropolis was 
not attentive enough to exert its overwhelming leverage. 

While waiting for a socialist revolution, Marxists advocated an autonomous, authoritative 
state, capable of imposing drastic reforms on economic and political elites, such as land reform or 
expropriations. According to them, the state should be able to supplant the private sector, when 
the latter is unwilling or unable to invest in strategic industries (Baran, 1952). They envisioned a 
strong state directing the economy, and planning bodies coordinating manufacturing production. 

The Latin American version of this vision was dependency theory. Dependency theorists 
were decisively more optimistic, aiming to change structures through policy prescriptions. For its 
core proponents, industrialization offered the possibility of overcoming the vicious cycle of 
enclave economies in the periphery, dependent on single commodity exports and inward 
development (Prebisch, 1949). Economists at ECLAC helped countries assess and plan industrial 
policies to overcome their structural production limitations (FitzGerald, 1998). Fernando 
Henrique Cardoso and Enzo Faletto (1971) rejected the idea that external factors or even 
historical contingency mechanically determine any form of development (173). They were the 
first to recognize political opportunities and a robust role for the state in adjusting structural 
conditions: an improved alliance between capitalists and workers would overcome problems 
arising from meagre capital accumulation or technological transfer in manufacturing (175).  

By the late 1960s, ISI was in trouble, just as late late industrializers such as Ecuador and 
Peru were about to embrace it with renewed enthusiasm. Hirschman (1968) summarized ISI flaws 
perfectly: first, it was not designed to promote backward linkages, at least for intermediate goods 
in late late industrializers. Second, its incentives and subsidies discouraged exports. Thus, the 
policies did not expand domestic markets and create more manufacturing sector jobs as expected 
(13). The criticism was shared by none other than Raúl Prebisch (1963) and Celso Furtado 
(1971), two of the most adamant proponents of ISI in Latin America. 
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Up to this point, scholarly work did not distinguish industrialization from industrial 
policy. Marxism and economic structuralism usually understood the macro-components of 
economic development in broad terms and within a historical process where the macro-variables 
were capitalism, dependency, class structure, and the state. Cardoso and Faletto (1971) added 
technology to the equation and the political realities of nationalism and populism played key roles 
in the industrialization effort, but the policy nuance was not yet embraced by the literature. 
Hirschman did try to expand the debate by nuancing policy options, bargaining processes, and 
suboptimal alternatives to accommodate conflicting policy interests. He was also one of the first 
to talk about reforming ISI, if only to make it work for the region (p. 168).  

The 1970s marked the beginning of the end of the dependency paradigm. The neoliberal 
reaction against state dirigisme -and more specifically ISI policies- gained steam in Washington 
among the IFIs and within academic economic circles. Neoclassical economists emphasized the 
rigidities introduced by ISI policies such as price controls, subsidized exchange rates, and credit 
(Balassa, 1971). Krueger (1974) advanced the idea that ISI policies promoted rent-seeking 
behaviour and not economic development.  

The 1980s became a fertile ground for clashing paradigms about the merits of ISI and 
industrial policy in general. Despite economic assessments about wasteful protectionism and 
excessive state intervention, developing countries persisted in defending industrial policies, and a 
strong role for the state in promoting industrialization in the region and the developing world 
(Jalilian, Tribe & Weiss, 2000; Presbich, 1986; UNIDO, 1984; Kirkpatrick, Lee & Nixson, 1984; 
Lal, 1980, Corden, 1980).  

Political scientists weighed in about the legacy of ISI and the developmental state in 
Latin America. Foundational contributions explained the role of specific actors in the process. 
The role of industrialists and economic elites received particular attention (Schneider, 2004, 
1991; Conaghan, 1983; Durand, 1994). Merilee Grindle (1980; 1991) was among the first to call 
attention to the political economy of policy reform in the region. She moved away from society-
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centered analyses where the state was either just the result of class conflict (Marxism) or 
represented political coalitions negotiating policy for their class interests. Instead, her work 
focused on decision-makers’ ideas, preferences and interests, and their relative autonomy from 
societal forces. 

After the 1990s, the political economy literature thrived, focusing on Latin America’s 
difficult transition to market-oriented policies. The relationship between democracy and market-
oriented reforms became the core of academic inquiry. There was a consensus that state dirigisme 
had rigged the fluid operation of markets so seriously that new policies were necessary to correct 
“government failures” as opposed to “market failures” as in the past (Bates & Krueger, 1993). 
Political scientists and economists alike saw interest groups, rent-seekers and societal pressures 
groups as the main catalysts of or obstacles to market-oriented reforms (Meier, 1991, p. 10). 
Judith Teichman (2001) introduced issues of timing and sequence in the analysis of neoliberal 
reforms. She was among the first to identify historical legacies as an explanation for the divergent 
outcomes of neoliberal reform (p. 23). Industrial policy lost its appeal as the central object of 
study. 

The long movement to transform industrial policy seems to fit Thomas Kuhn’s (1996) 
theory of paradigm shift. A slow but cumulative bulk of new ideas, methods and approaches to 
economic policy, plus the incredible power wielded by its proponents from Washington, ended up 
triggering a paradigm change. For instance, FitzGerald and Thorp (2003) maintained that, by the 
1990s, liberal economic doctrine was already embedded in Latin America’s economic discourse 
(p. 12). The question was how this paradigm shift in economic management had affected 
industrial policy. Following the Kuhnian epistemology, it was reasonable to anticipate a long, 
cumulative process that changed ideas, interests and perceptions into a new, socially-constructed 
reality. In his words, the real revolution is to transform theory into a worldview (p. 204). 
However, the most important questions for social scientists are how, and under what conditions, 
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that transition happened and if, indeed, industrial policy fit the same pattern of change as other 
macroeconomic, structural reforms initiated in the decades after 1980.  

If anything, the rise of neoliberal reformism and its claim that only market-conforming 
policies could create long-term growth motivated empirical analysis about the actual basis of such 
claims. Around the same time, ‘bringing the state back in’ literature re-opened the debate about 
the role of the state and industrial policy as development catalysts. As Haggard (2015) points out, 
the foundational work of Chalmers Johnson (1982) about industrialization in Japan and the role of 
the Ministry of Industries and Technology (MITI) paved the way for a new generation of 
comparative analysis, focused on the relationship between states and markets. His observation 
about MITI’s role in Japan’s successful industrialization started to open the black box of the state. 
Peter Hall’s (1986) seminal work about economic policy transformation in Great Britain and 
France from the 1950s to the 1980s is another example of comparative historical analysis 
explaining the importance of time and context in the consolidation of new paradigms. 
 
Defining Industrial Policy 

Before embarking on a study of policy processes, it is important to establish a definition 
of industrial policy. The literature about industrial policy defines it as “a policy intended to affect 
particular industries to achieve outcomes that are perceived – by the state – to be efficient for the 
economy as a whole” (Chang, 1994, p. 61). Ha-Joon Chang – one of the most important 
advocates of industrial policy in contemporary economics – stressed the word “particular” in this 
definition. His reasoning is that industrial policy entails incentives that go beyond those that 
benefit industry in general. For instance, education, infrastructure, and macroeconomic 
regulations are considered horizontal incentives designed to encourage productivity growth across 
all sectors of production. The latter horizontal policies are the ones recommended by international 
financial institutions –IFIs- and supported by neoliberal thinking.  
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Dani Rodrik (2009) has a less restrictive definition of industrial policy that more 
effectively underscores the breadth of this comparative study. 

They are policies that stimulate specific economic activities and promote structural change. As such, 
industrial policy is not about industry per se. Policies targeted at nontraditional agriculture or 
services qualify as much as incentives on manufactures. Public subsidies for high-yielding varieties 
of traditional agricultural products, for new crops such as pineapple or avocados, for call centers, or 
for tourism are some examples. As the next section will make clear, the market failures that justify 
industrial policy can be found virtually in all kinds of non-traditional activities, and not just in 
manufacturing (p. 4).  

However, it is still difficult to prove that such general policies have a direct causal impact 
on industrial development. At best, there is a strong correlation going on, but all the successful 
examples are complex cases where not only economic incentives worked, but other political and 
institutional incentives operated as well. Moreover, historically, industrialization successes have 
resulted from particular or sectoral policies rather than general ones (Wade, 2004; Chang, 2009).  

Chang (1994) believes that industrial policy “is intended to affect particular industries to 
achieve outcomes that are perceived by the state to be efficient to the economy as a whole” (p. 
61). However, this is problematic. This assertion does not explain how the policy goals were 
established in the first place or who set them up. If the state has perceptions, this means that the 
state is understood to be autonomous. It implies that the bureaucratic apparatus is not controlled – 
at least not evidently – by politics, economic elites or both. This notion falls somewhat short of 
what literature on the state has contended over recent decades. Even if we discard Ralph 
Miliband’s (1969) argument about state capture by elites or the notion of the semi-autonomous 
state presented by Poulantzas (1971), the question remains of how the state determines its 
preferences and interests.  

Industrial policy is one of the most contested issues in development studies. In part, this 
has resulted from polarization of the debate since early years of the Washington Consensus 
policies. Industrial policy was born as an instrument used by states in their bid to compete with 
economies of the West. It was the Japanese path under the Meiji Restoration, for example. But 
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industrial policy can also be traced back to the early 19th century, when Germany was trying to 
catch up with Great Britain and France (Johnson, 1982). Industrial policy was also part of the 
Keynesian paradigm of economic policies to boost demand and generate economic growth. 

Robert Wade (2004, 2012) and Ha-Joon Chang (1994, 1999, 2009) have demonstrated 
that the economy as a whole is better off with industrial policy led by a developmental state rather 
than an unrestrained free market. The case for industrial policy is best exemplified by Southeast 
Asia, especially South Korea, Taiwan and, to a lesser extent, Malaysia and Thailand. These cases 
show how specific policies and strategies applied by the state “upgraded and diversified their 
economies and eventually caught up with the living standard of the prosperous democracies, 
something that no other developing country has done since World War II” (Wade, 2004, i). Wade 
pointed to the contributions of industrial policy: no other countries caught up with industrialized 
economies as quickly as the Asian economies with developmental states governing the market. In 
fact, Wade (2010) later made the point that very few countries – among them Mexico and Brazil 
– caught up with the industrialized world when the era of strong states and developmental 
initiatives was over (p. 151). However in Latin America, the strong correlation between a strong 
industrial policy and rapid industrialization is still missing. It is possible that the unstable nature 
of Latin American politics contributed to the meagre progress in industrialization. It is an issue 
that is worth exploring in comparative perspective.  

 
The Origins of Import Substitution Industrialization 

In 1949, a relatively unknown chief economist of the Argentinian Central Bank named 
Raúl Prebisch published a paper that became one of the central works of what later would be 
known as dependency theory. The article, titled “Economic development in Latin America and 
some of its principal problems”, presented a clear assessment of the economic obstacles facing 
the region. He identified the international division of labour, dictated by the international 
economic structure, as the root of Latin America’s underdevelopment. According to Prebisch, 
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developing countries specialized in selling commodities while developed countries monopolized 
manufacturing, where the margin of productivity was consistently higher. Also mono exporting 
(excessive specialization in a single mineral or agricultural product) impeded the expansion of 
domestic markets; it made economies vulnerable to the dictates of international commodity 
markets, imposed from the centres of capitalist production.  
 Prebisch envisioned a clear way out of the vicious circle that impoverished Latin 
America. “Therein lies the fundamental value of industrialization in these new countries. It is not 
an end in itself but the only means they have to acquire some technical progress to raise the 
masses’ standard of living” (Prebisch, 1986: p.479).1 He recommended that the rest of Latin 
America replicate experiences already tested in Argentina, Brazil, and Mexico. During the 1930s, 
the prices of agricultural and mineral commodities plummeted on international markets. Latin 
America – a region mostly dependent on exporting primary products – turned its attention to 
domestic markets to sustain itself during the crisis. Industries flourished during the period when 
industrialized countries could not provide enough manufactured products to supply international 
demand (Kingstone, 2011). 

This “first wave” of industrialization enabled these economies to provide jobs, generate 
growth and modernize their productive sector. After World War II, however, most Latin 
American countries returned to their role as commodity producers, reproducing the vicious cycle 
of dependent development (Hausmann & Rodrik, 2003; Ocampo, 1994). Prebisch went on to lead 
the United Nations Economic Commission for Latin America and the Caribbean (ECLAC), 
where his thoughts became very influential. By the 1960s, most Latin American countries were 
applying import-substitution industrialization (ISI) as a key development strategy to overcome 
underdevelopment and backwardness.  

                                                      
1 The original manuscript was published as a working paper in Spanish under the title “El desarrollo 
económico de la América Latina y alguno de sus principales problemas”. The original was reproduced in 
the Argentinian journal Desarrollo Económico in 1986. 
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Developmentalist ideas received substantial institutional support for creating ECLAC in 
1948, even in the face of opposition from the United States and the Soviet Union. Prebisch’s 
initial works inspired a new generation of scholars who continued intellectual and technical 
production in support of industrialization efforts (Sikkink, 1991, p. 58). This school of thought 
became known as structuralism. 

ISI resulted from a defined set of policy instruments to set up and maintain domestic 
manufacturing production: tariffs and quotas; state subsidies; subsidized credit lines; state-owned 
enterprises; limits to ownership and participation of foreign capital in the domestic economy and, 
manipulation of overvalued exchange rates. 

Trade policy was vital to create and then maintain new domestic industries to substitute 
for expensive imports. Tariffs were set up to protect local industries against foreign competition, 
sometimes at very high rates. Instruments also included non-tariff barriers such as import quotas. 
The state opted for licensing, and specific taxation and regulatory measures to control foreign 
participation in domestic enterprises to prevent capital flight and capital repatriation to already 
industrialized economies. The state also intervened by creating public banks to promote 
development initiatives. Banks provided cheap, accessible credit lines to national industrial firms. 

Part of the effort to substitute for imports included the creation of state-owned enterprises 
in capital-intensive sectors where the private sector was unwilling or unable to participate. 
Petroleum industries, petrochemicals, water and sanitation, electricity, telecommunications and, 
most of all, capital goods and heavy equipment were the main targets for public investment. In 
some cases, the state also intervened in strategic areas where policy makers envisioned high 
returns on regional and international markets, such as contemporary high-technology enterprises. 
The automobile industry was an example of this type of venture. 

At the height of the ISI period (1958-1970), Latin American economies grew by 3.4 
percent annually. This level of growth was never matched during the neoliberal reforms of the 
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1980s (Fernández & Montiel, 1997). There was a strong foundation for idealizing this industrial 
policy model during the 1970s. 

ISI’s most important goal was to create another pole of capital accumulation, 
manufacturing, that both offset the diminishing terms of exchange for primary export goods and, 
at the same time, provided full employment and thus endogenous development by expanding 
domestic markets and new consumers (FitzGerald, 1998, para. 4). ECLAC envisioned two phases 
for ISI: 1) replacing basic imported consumer goods, saving precious currency resources for fiscal 
expansion and investment and; 2) leading manufacturing production with capital, durable and 
cutting-edge goods (para. 12). 

ECLAC’s recommendations ran counter to the conditions set by Alexander Gerschenkron 
(1962) in his seminal study about late late industrializers. Among the requirements not met by 
late late industrializers in Latin America were investing in larger plants producing capital goods 
for the domestic and the international market, raising the level of consumption of the population 
and improving the level of involvement of state institutions in providing decentralized and 
entrepreneurial guidance to manufacturing (p. 344). 

As Hirschman (1968) explained, agriculture never played a crucial role in 
industrialization in Latin America, even though scholars such as Gerschenkron deemed agrarian 
reforms a necessary step for freeing up the labour force, providing cheap food and increasing the 
domestic market for manufacturing production. 

However, most late late industrializers still attempted to jump into the second phase of 
industrialization by creating state-owned enterprises (SOEs) to replace national or foreign 
investors in areas such as heavy industry, capital, and durable goods. The results were mixed and, 
in the specific case of Ecuador and Peru, those enterprises never took off during the peak of ISI 
interventions. Still, other important aspects of the ISI policy package were fully implemented in 
the 1970s and before the crisis started to cripple these programs in the early 1980s. Industrial 
policy – at least in discourse – was rebuffed when Keynesianism collapsed in the early 1970s, 
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leaving behind a whole institutional infrastructure set up to support industrial manufacturing 
(FitzGerald & Thorp, 2005). The question is how this process happened and what the results of 
this transformation were.  

If public policy is always subject to long-term negotiation, industrial policy is also likely 
to be marked either by confrontation or cooperation. The puzzle is to understand how ISI policy 
collapsed, what states made of that collapse and how policy instruments were modified and how 
fast. To be sure, industrial policy was subject to political contestation by different actors who had 
different interests at stake. External economic pressures, applied mainly in the form of IFI loan 
packages, remained constant from the start of the debt crisis in 1982 until the end of 2000s; the 
question is how much domestic pressure was at stake. It is also possible that change occurred 
through iterative adjustments over long periods of time, if we take the examples of Mexico or 
Brazil (Ros, 1994; Fritsch & Franco, 1994).  

Analyzing the period from 1965 to 1985, Syrquin (1994) made a typology of patterns of 
industrialization in 14 countries, including five in Latin America: Mexico, Brazil, Chile, 
Colombia, and Peru. Of these five, only Colombia had a mixed strategy of inward and export-
oriented manufacturing. The rest of Latin American cases were all inwardly oriented during the 
period under analysis (p. 42). Strategies followed by most Latin American countries did not 
follow the Asian pattern of aggressive outward-oriented industrialization. In other words, ISI 
policies constituted the bulk of industrialization strategies. 

Although it is not possible to be exhaustive with all the instruments and features that the 
ISI policy package could include in each country case, its main configuration and implementation 
rested on a distinctive set of policy instruments. There were three main components in the policy 
package: a legal framework supporting the instruments and institutions in charge of the programs, 
a set of economic instruments acting both to entice and support the process and, finally, an array 
institutions in charge of complying with them all. Previous literature on industrial policy in these 
countries has focused on the economic components and usually neglected the legal or institutional 
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ones. This thesis contends that the non-economic features of policy were as consequential as the 
economic ones, although they have remained largely overlooked in the literature about the region. 

 
The ISI policy package in Latin America 

 At the height of the Import Substitution Industrialization era, policy packages were 
configured along the same lines. 

Industrial promotion laws. In countries with the Roman legal tradition, such as Peru and 
Ecuador, enacting a law is the cornerstone of any policy endeavour. Indeed, industrial promotion 
laws blossomed in Latin America during the 1950s (Ground, 1988). These laws detailed the 
motives, policy objectives, agencies in charge and even the organizational setup to implement 
industrial policy, including instruments and incentives. At the peak of ISI, these laws usually had 
a complex set of instructions, including priority lists of manufacturing products to receive 
differentiated treatment regarding tariffs and credit conditions. The embodiment of state 
dirigisme, these laws aimed to steer industrialists into investing in the so-called “strategic sector 
manufacturing,” mostly heavy industry, as opposed to just consumer goods. On the whole, they 
established institutional contours for the policy framework, including how each governing body is 
responsible for these programs. Often overlooked in the literature about industrial policy, these 
pieces of legislation and their subsequent amendments marked the pace and depth of policy 
change. Laws – either upheld or repealed – ultimately determined the fate of ISI programs and 
policy possibilities. One of the most important findings of this dissertation was Ecuador’s long 
history of enacting industrial promotion laws, starting in 1906 and approving several amendments 
to sustain the original law, continually until 2006. Ecuador’s experience has no counterparts in 
other late late industrialization countries of Latin America. 

Institutional framework. In Asia, the success of industrial policy depended heavily on 
the institutional capacity and leadership of an agency with sufficient legal attributions and 
discretionary power to exert leverage over industrialists and the industrialization process. In 
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Japan, the Minister of International Trade and Industries (MITI) did this job (Johnson, 1982). In 
South Korea, it was up to the Economic Planning Board and the Korea Heavy Industries and 
Construction Company (KHIC) to do the bulk of the job (Chang, 1994, 122). And, in Taiwan, the 
Council for Economic Planning and Development (CEPD) and the Industry Development Board 
(IDB) led the effort (Wade, 2004, p. 196). The Asian agencies leading industrial policy informed 
the inquiry into the two cases in this work. There is no reason to think that the same institutional 
traits were not present in Latin America. In fact, one of the working assumptions for this thesis is 
that there was a strong institutional setup to design, implement and accompany manufacturing 
policy but – in contrast to what happened in Asia – there was no clear leadership or institutional 
leverage by any of them along the way. From the ISI peak after the 1950s, both countries had a 
planning body, a Ministry of Industries, a Development Bank or Corporation but none of these 
enjoyed enough power to steer the process on their own. Changing these institutional setting 
during neoliberal reforms entailed major political and economic costs and thus, not all the 
agencies involved disappeared. It is important to see whether they became “islands of 
competence” within the public sector, as Wade (2004) and later Evans (1999) had asserted, or if 
they changed course to serve a different type of industrial policy. 

Beyond the institutional framework, comprising laws and agencies in charge, there are 
two important policy instruments common to all protective industrial policy programs. 

Trade protection. Tariffs are the most important instrument to support infant domestic 
industries. After the 1950s, when most Latin American countries embraced ISI, governments 
ratcheted up their average importing manufacturing tariff rates to protect industries, while 
considerably reducing or flattening import tariffs for capital goods, raw materials, and 
intermediate goods. Infant industry protection was the underlying goal of the movement to 
impose tariffs. Although there was also widespread use of quotas and import bans as significant 
tools for industry protection, it has been difficult to measure the impact of the latter. Non-tariff 
restrictions were less widespread at the height of ISI but more common once liberalization took 
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place. A sensitive measure to understand changes in the protection-liberalization continuum is to 
track the average manufacturing tariff rate. It is the most common measure that compares the 
rates used to protect national manufacturing with those used to ease imports of capital and 
intermediate goods. It is fair to say that most Latin American countries moved towards tariff 
liberalization during the 1990s, so this variable clearly shows one aspect of the transition. 

Credit. One of the main staples of ISI was state-directed loans for manufacturing. In this 
vein, Latin American countries followed industrialized countries by setting up development banks 
specifically devoted to financing and supplying technical assistance to industrialization ventures – 
small, medium or large. The best-known experience in this regard is the National Economic and 
Social Development Bank of Brazil (BNDES), but Peru’s Industrial Bank also has a long history. 
It was set up, along with other sector-specific banks such as the Agriculture Bank and the Mining 
Bank, in the late 1930s. Though this was the main source of public finance for manufacturing, at 
the height of the ISI era, credit flowed through other channels such as smaller development 
promotion banks and, importantly enough, central banks. That was also the case for Peru and 
Ecuador. Public credit assistance at subsidized interest rates was one of the most consequential 
instruments of industrial policy. And accordingly, it came with a hefty fiscal price tag during the 
difficult years of credit constraints during the 1980s. Changes in credit flows channeled 
specifically to manufacturing are part and parcel of the unfolding of ISI protection policies. 

 
The Washington Consensus 

Contracting international markets during the late 1970s and the ensuing crisis put the ISI 
model’s viability to the test. Assessments of ISI have identified two main flaws. The first was the 
model’s excessive state dirigisme. There was little attention paid to understanding how the 
market functions – or malfunctions   and too much effort went into turning the state – directly or 
indirectly – into the generator of capital accumulation. Most industrialization effort in Latin 
America involved providing high subsidies across-the-board, expanding tariff protections and 
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creating state-owned enterprises. These measures required considerable fiscal resources, which 
led to increasing indebtedness. 

As a result, the ISI model began to reach its limits by the late 1970s. Per capita GDP 
growth stagnated during this decade. By the early 1980s, Latin America was in the grip of the 
debt crisis. Inward-looking industrialization was stuck, with no prospects for taking off. The 
underlying economic bottlenecks were clear enough for many authors: a) the international shock 
provoked by the oil crisis and the subsequent recession; b) limited expansion of domestic markets 
in practitioner countries and c) failure to promote enough exports and investments (Peres, 2011; 
Chang, 2009; Drake & Hershberg, 2006; Ocampo, 1995). 

Paradoxically enough, East Asian economies were taking off during the same decades 
when Latin America stagnated (Birdsall et al., 2010, p. 3).  Economists assumed that the inward-
looking orientation of Latin American ISI was the problem since excessive protectionism 
impeded competitiveness and long-term profitability within the international markets.  

Neoliberalism, as a set of economic idea,s became ascendant under successful 
conservative leaders such as Ronald Reagan and Margaret Thatcher. In essence, neoliberalism is 
“the assertion that the market is the core institution of modern capitalist societies and that both 
domestic, international politics and policy-making are (and should be) primarily concerned with 
making markets work well (Soederberg, Cerny & Menz, 2005, p. 11).”2 

In a conference organized by John Williamson for the Institute of International 
Economics in 1989, critics of ISI and state-centric development models arrived at a consensus 
about the need for reforms. The conference and the volume edited by Williamson laid the basis 
for what was known as “the Washington Consensus.” Williamson authored a set of ten 
recommendations for structural reform in Latin America. His Decalogue set the agenda for what 

                                                      
2 Italics in the original.  
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should be done to correct “a fountainhead of distortions that represses creativity and causes 
resources to be misallocated” (Birdsall et al. 2010, p. 7).  

Williamson (1990) advocated three policies that challenged the foundations of ISI. First, 
he called for a change in public spending priorities. He urged cutting indiscriminate consumer 
subsidies and public spending and to concentrate instead on high-return investments: health and 
education (p.4). Secondly, he called for trade liberalization and dismantling industry protection 
policies (p. 9). Third, Williamson proposed lifting all barriers to foreign direct investment, thus 
forcing domestic firms to compete on equal terms (p. 10). These three demands for reform were 
followed by an additional one: privatization of all state-owned enterprises. For Williamson and 
ISI critics, this was necessary to stop any further attempt at dirigisme. 

In the 1990s, the Decalogue become a kind of conventional wisdom known by every 
government in Latin America, no matter what party was in power. As the economic crisis 
deepened, presidents who won elections as populists were forced to embrace Washington 
Consensus neoliberalism. Carlos Menem of Argentina, Alberto Fujimori of Peru and Carlos 
Andrés Pérez of Venezuela were among the presidents who took this neoliberal turn.  

The Washington Consensus became the new paradigm and in some cases, the only 
possible one. Birdsall et al. (2010) and Lora (2007) argued that the Washington Consensus did 
not impose a straitjacket. That is, there was always room for different pacing in its 
implementation and different configurations in the policy mix. Notwithstanding, some 
governments applied the Consensus more harshly than necessary, or as Birdsall et al. (2010) 
observed, “with a vengeance” (p. 11). For example, Williamson (1990) advocated a country-by-
country approach to how, and at what pace, trade liberalization should occur. However, countries 
such as Chile, Mexico, and later Peru decided to eradicate most of their high tariffs and import 
quotas almost overnight.  

The application of Washington Consensus policies was uneven. Eduardo Lora (2001) 
measured Latin American countries’ performance on a spectrum of reforms. He ranked them 
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from 0 (no reforms made) to 1 (full reform implemented). This ranking measured five areas: 1) 
financial liberalization; 2) tax reforms, 3) trade liberalization; 4) privatization and 5) labour 
flexibilization. The 2001 assessment did not measure of industrial policy reform. The results fell 
short of reform advocates’ expectations. Only Chile, Argentina, Peru, and Bolivia scored at 0.6 of 
advancement a decade after the Decalogue. Other countries achieved just half of the reforms by 
2006 (Lora, 2007). 

Of course, central to implementing Washington Consensus policy recommendations was 
neoliberalism, an economic and political ideology already popular among elites in Latin America. 
As Johanna Bockman (2013) defines it,  

Neoliberalism is grounded in the assumption that governments cannot create economic growth or 
provide social welfare; rather, by trying to help, governments make the world worse for everyone, 
including the poor. Instead, private companies, private individuals, and, most importantly, 
unhindered markets are best able to generate economic growth and social welfare (p. 14).  

Most studies of the impact of neoliberalism done during the 1990s and early 2000s 
focused on macroeconomic policies and institutions supporting them. Most studies did not 
specifically address the transformation of former ISI policies or the state institutions that were 
supposed to sustain them in the first place. In 2007, Lora reassessed the issues involved in state 
reforms in Latin America, with sectoral policy coming under scrutiny. Nevertheless, the 
assessment generated more questions than answers. Lora (2007) said nothing about the phase-out 
of ISI policies during the structural reform period. However, he pointed out that the growing 
disenchantment with the results of reforms suggested the need for renewed thinking about 
industrial policies. This time, policies should be strongly based on sound macroeconomic 
policies, a partnership with the private sector and technology transfer (p. 35). 

However, over time the same epistemic community in Washington behind the 
transformation of ISI industrial policies designed a different model to support manufacturing 
development. This time, industrial policy was incorporated into a broader, general policy called 
Productive Development Policies (PDPs) (Alberto Melo & Andrés Rodríguez-Clare, 2007, p. 
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317). These types of policies refuse to discriminate against other sectors such as agriculture, 
mining or services in favour of industrial manufacturing. The Inter-American Development Bank 
was at the forefront defending the soundness of horizontal interventions as opposed to vertical, 
selective ones targeting just specific sectors or select industries. They propose two goals: 
increasing productivity and competitiveness. They argue that these objectives should be achieved 
across the board in all productive sectors: agriculture, manufacturing and services. This time, the 
approach was completely different. Instead of promoting the state’s active role in the earlier style 
of ISI, they advocated umbrella policies to spur fiscal and financial incentives to promote growth 
and productive transformation, with special attention to exports (p. 343).   

However, IFIs said little about the transformations that should have taken place to move 
states from the ISI paradigm to the Consensus model (Lora, 2007; Birdsall et al., 2010; Arseneux 
& Pion-Berlin, 2005). The transformation from ISI to PDP was taken as a given. There is still a 
lot of research work to be done about transforming these policies on the ground and the character 
that the new “horizontal industrial policies” took after the peak of reforms in the 1990s. 
Horizontal industrial policy is the type of policy that does not discriminate across industries and 
does not pick winners in any domestic market; it works to improve the systemic competitiveness 
of production across sectors, providing incentives across the board, like investing in basic 
research and innovation, funding higher education, improving logistical access to foreign markets 
and facilitating commerce through free trade agreements, multilateral trade agreements and 
export promotion (Bianchi & Labory, 2006, p. 66).  

Productive development policies arose as the new paradigm for supporting productive 
growth as a whole, industrial manufacturing included. These policies are defined by IADB’s 
Melo & Rodriguez-Clare (2007) as policies that strengthen:  

The production structure of a particular national economy, [but also include policies] aimed at 
improving growth and competitiveness of large sectors of the economy (manufacturing industry, 
agriculture); specific sectors (textiles, the automobile industry, software production, and the like); 
or the growth of certain key activities (research and development, exports, fixed capital formation, 
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human capital formation). The ultimate objective is to raise growth and improve the 
competitiveness of the overall economy while increasing living standards (p. 317).   
Following the principle set by the Washington Consensus that horizontal development 

policies should be preferred over vertical industrial policies like ISI, two ascending concepts 
started to replace old-fashioned ISI policies: competitiveness and cluster development. Both 
concepts were readily embraced by policy-makers struggling to replace the core of ISI policies in 
Latin America. Michael Porter, Professor of Business at Harvard University, advanced the idea 
that the best way to promote economic development and help industry was to improve the 
country’s competitiveness as a whole. The state should help to boost competitiveness by 
guaranteeing the rule of law, property rights and basic infrastructure investment (Porter, 1980, 
1986, 2010). IFIs, especially the IADB, supported Porter’s visits to many countries in Latin 
America, which subsequently embraced his ideas and created National Competitiveness Councils 
to achieve these goals. Incidentally, the Andean Development Bank (CAF) invested heavily in 
Porter’s study visits to specific countries while, at the same time, investing in the councils he 
recommended (Porter, 2010; personal interviews, 2013). 

Cluster development is the other concept in ascendance. It constitutes a middle-ground 
approach between protectionism and horizontal development policies. Its Latin American 
relevance is rather recent, after the turmoil of the 1997-1999 financial crisis. In the same line, 
Haussman, Rodrik and Sabel (2008) consider this approach a way to solve market distortions by 
finding and solving externalities problems and investing in areas that could increase value-added 
across the board, such as research and development, infrastructure and transport directly needed 
for manufacturing (p. 2). According to them, industrial policy must be “small and specific”, a 
public-private partnership exercise devoted to solving specific problems along the production line 
and to promoting upstream and downstream value chains that enhance systemic competitiveness 
around industries with possibilities of creating economies of scale (p. 8). Once the main problems 
of production are solved, industrial policy should move towards selecting ‘strategic bets’ or 
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industries that already have competitive advantages to create clusters around them that enhance 
and upgrade the whole value chain in terms of productivity, employment generation and 
international competitiveness (p. 10). This approach to industrial policy prioritized horizontal 
development policies but deviates from the mainstream in the sense that it promotes active 
involvement of the state by supporting industries already in existence, following the market, as 
opposed to trying to control most of it activity. 

For all the sophistication of this new wave of policies, what is relevant to this dissertation 
is the fact that the success of these approaches rests on political factors. They have emphasized 
the importance of public-private partnerships and open dialogue between the state and 
entrepreneurs as the best way to create transparency, accountability, and universality in service 
provision. Moreover, policy recommendations rest on the assumption of trust between public and 
private service providers (Haussman, Rodrik, Sabel, 2008; Haussman, 2010; Porter, 2010). In this 
view, industrial policy success depends on the capacity of the actors involved to generate trust 
and pursue a collective agreement towards goals and expectations that are difficult to manage in 
countries where institutional frameworks are all but certain.  
 
Agents of change: industrialists, bureaucrats, and technocrats in the Andes 

Targeting cutting-edge industries designated as “strategic” by government decisions 
became the single most important aspect of industrial policy in East and Southeast Asia (Amsden, 
2001; Wade, 2004). This was also the case in Latin America at the dawn of ISI. Industrial 
promotion laws defined the characteristics of industries classified as strategic. However, political 
appointees and bureaucracies had discretionary power to approve the registration of 
manufacturers that received benefits and protection and influential industrialists had the upper 
hand when lobbying on their behalf. Political agency was at the centre of ISI implementation and 
subsequent reform. The actions and interests of stakeholders were tightly coupled with the legal 
framework and subsequent institutional reform that arrived after 1980. 
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How were decisions about incentives and benefits made during and in the aftermath of 
ISI? To answer these questions, we need to look at interactions between business groups and state 
bureaucracy during the peak of ISI and its subsequent fallout.  

The abundant literature on Southeast Asia suggests that politics in policy implementation 
was as important as the measures themselves. For instance, there were always strong 
bureaucracies able to coordinate with conglomerates or, in the case of South Korea, the chaebols. 
And in many cases, these bureaucracies were strong enough to chastise businesses when they 
failed to comply with industrialization goals (Chang, 1994). In Latin America, the evidence is 
less clear regarding industrial policy after the end of ISI. Ben Ross Schneider (2008) argued that 
there was a process of accommodation to new market rules and market incentives (p. 8). 
However, he also analyzed how benefits and incentives from previous decades persisted over 
time regarding macroeconomic policies or even direct access to policy design and 
implementation. There is a strong tradition of cooperation between business groups and 
government officials. Brazil and Mexico are prime examples of this practice (Schneider, 2004). 
Durand (1994) has also pointed out that industrialists as a separate sector lost ground to multi-
sector economic groups in the case of Peru after the 1990s and thus they were less interested in 
sectoral industrial policy (p. 173). There are no specific studies about Ecuadorian economic 
groups. Therefore, the question is how this cooperation worked out in Peru and Ecuador to 
withdraw ISI policies and design new ones if that was the case. 

At the core of the research literature of the developmentalist state lies the discussion of 
the relationship between state and markets and the extent to which state intervention is not only 
possible but also plausible. However, the debate about the relationship between structures such as 
markets and the state intersects with the epistemological debate about agency and structure, and 
the extent to which one or the other drives policy change or whether it is a complex mix of both. 
Comparative Historical Analysis takes a dynamic understanding of this relationship by 
acknowledging institutions as “instruments the actors use to negotiate the complexity of the 
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world. Far from dictating particular actions, institutions are seen as enabling structures within 
which actors exercise a robust agency” (Hall, 2011, p. 217). 

Gregory Jackson (2010) identifies three elements to keep in mind when analyzing the 
role of actors in institutional change. First actors or groups of actors (classes) constantly change 
their identities to address institutional constraints. Their representation of a group is neither 
monolithic nor static. Assuming an identity as given and permanent can undermine the dynamism 
of institutional explanation. Second, actors assume different roles, have different capacities and 
exhibit different skills, depending on each situation. Actors are not static. The last element deals 
with actors’ interpretations of threats, opportunities, and external pressures. All these can change 
the pace at which actors respond and the way they respond: either accommodating and 
negotiating or, alternatively, contending and generating conflict (p. 80).  

Analyzing actors as agents of change in industrial policy is particularly difficult. Actors’ 
dynamism can be severely constrained by structural economic and political limitations, but also 
by social constraints, since exclusion is the name of the game in Latin America. For instance, 
union leaders and union representatives were never stakeholders in this sectoral policy. However, 
it is necessary to define and characterize actors’ transformations to understand the consequences 
of their agency in processing and adjusting neoliberal reform.  

Methodologically, identifying a typology of actors becomes a first step to understand 
dynamics at the intersection of agency and structure. Literature on industrial policy in Latin 
America and elsewhere has identified industrialists as the main actor promoting and benefiting 
from industrial policy (Schneider & Mansfield, 1997, p. 8; Haggard, 1990; Durand, 1994). At the 
state level, the bureaucrats in charge of industrial policy have played a far more important role in 
Latin America and Asia than in early industrializers to promote industrialization, although their 
results varied (Wade, 2004; Evans, 1997; Wise, 2003). In-depth interviews of actors directly 
involved in industrial policy proved to be a useful tool to understand the details of policy making 
and policy reform details along the 30 years of transition towards neoliberal reformation. They 
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provided additional insights into the ideas, beliefs and ideologies involved in advocacy for 
change, the decision-making process and implementation of different policies. What is more, 
interviews elucidated the important of a hybrid type of industrial policy actor: the technocrat. 
This character has become the quintessential agent of reform who usually acts within the 
revolving-door possibilities of public office and private-sector practice, through business and 
trade organizations, entrepreneurship or even academia. Even though the goal of this dissertation 
is to study the process of industrial policy and not its policy stakeholders, it is important to 
understand the preferences, interests and ideas that policy actors take to the negotiating table. A 
brief description of each type of actor involved is summarized below. 

Industrialists became economic actors in ascendance at the beginning of the 20th century. 
This dissertation echoes Frits Wils (1979) in his critique of  “the industrialist” as a role in Latin 
American late late industrializers. He asserted that the idealization of Western European 
industrialists, as innovative, class conscious, entrepreneurial, progressive agents of change just 
did not apply to Latin America. And this should never have been expected. As in Western 
Europe, in Latin America, industrialists have constantly adapted to the context and incentives 
provided by the limited economic structure. Their role depended on their relations with other 
interests groups and sectors in society and the level of organization as a group vis-á-vis the state 
(p. 20). Sociological studies about industrialists in Peru and Ecuador offered a similar portrait of 
them as a class. First, they were not antagonistic to the landed elite or the oligarchy. Moreover, 
they saw themselves as part of the economic elite that should have priority as a modernizing 
force, not as antagonists of the landed elites. Second, industrialists developed as a class that 
demanded a role for the state in economic planning and development but always in coordination 
with them. They resented ISI policies that violated principles such as freedom of enterprise and 
property rights (Conaghan, 1983; Hidrobo, 1992; Durand, 1994; Wils, 1979).  

Politicians, bureaucrats and technocrats. It is difficult to establish just one type of state 
public policy-making actor. Literature about industrialization and the state’s role have determined 
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how highly qualified, committed bureaucrats achieved major milestones, steering industrial 
development in Japan, South Korea, and Taiwan (Johnson, 1982; Wade, 2004). However, these 
experiences cannot be easily applied to Latin America, not even in large, more institutionalized 
countries such as Chile and Brazil (Grindle, 2000; Evans & Raunch, 1999). Peru and Ecuador are 
no different. In the absence of a professionalized civil service, politicians held the upper hand 
even in minor industrial policy decisions for most of the 20th century. Insights about work by 
bureaucracy and public officials have come from consequential studies whose main focus was 
industrialists and their role in economic development (Conaghan, 1983, 1992; Durand, 1994). A 
more nuanced understanding is needed of what type of actions and actors have represented the 
state in policy-making and -reform in the neoliberal aftermath. In this vein, recent literature about 
technocrats has shed light on their role in industrial policy-making. Eduardo Dargent (2015), for 
example, advanced a theory of the rising power of technocrats in Latin America by studying 
economic policy-making in Peru and Colombia. Dargent feels that technocrats’ specific expertise 
in complex aspects of policy issues has given them leverage over the policy process. Their 
expertise allows them sufficient autonomy to shape policy decisions according to their 
preferences (p. 36). In fact, Dargent’s findings in the area of economic policy in Peru coincide 
with the findings of this thesis in the industrial policy sector. That is, technocrats have enjoyed 
privileged access to both groups, industrialists and politicians, in the ongoing revolving door of 
high-ranking positions within the bureaucracy and private consultancy (p. 32).  

Vergara and Encinas (2016) went further in their assessment about the role of 
technocrats. They asserted that technocrats have been crucial to the reproduction and remarkable 
stability of neoliberal economic institutions in Peru (p. 164). Even though their research focuses 
on the period that goes from Fujimori’s drastic neoliberal reform after his auto-coup d’état in 
1993 until 2015, this dissertation found that the mechanisms of institutional reproduction of a 
liberal State had a distant origin in the institutional tradition of Peruvian economic policy-making 
since the early 20th century. Chapter Six explains in detail for the Peruvian case. 
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In essence, technocrats have not gained leverage in a vacuum. Their ubiquity, advising 
business and trade associations, doing applied research and consultancy, participating in think-
tanks and assuming public positions of power throughout the period under study (1980-2010) 
elevated them as key industrial policy brokers. Technocrats’ power improved when some opted to 
run as politicians from time to time, participating in elections for public office and then advancing 
their views once elected. Their privileged position in policy-making overshadowed the role of 
middle-ranking bureaucrats, once important actors of ISI in the early 20th century. Because of the 
ongoing revolving door among them, it has become difficult to separate politicians, bureaucrats 
and experts as different, much less, influential actors of industrial policy.  

However, it is important to stress that this dissertation focuses on policy process, 
understood as ongoing interaction between industrialists and a diverse set of public actors in 
making/unmaking protective industrial policies within structured frameworks of context and 
opportunities. Discussions about actors will be centered in their role as policy reformers and not 
specifically as a class or interest group. 

The next chapter explains the theoretical framework underlying this small-N comparative 
study. The thesis proposes the use of Comparative Historical Analysis as the best method to 
understand why and how the transition from ISI to productive development policies took place. 
This study ends in 2010, when most countries in Latin America were expected to achieve most of 
their liberalization reforms since, by the late 1990s, both were just completing half of the reform 
package (Lora, 2001)3.

                                                      
3 According to Eduardo Lora (2001), by 1999 Ecuador had reached 50% of the expected reforms and Peru 66% within 
a spectrum from 0 to 1 (p. 7). At this rate, both countries were expected to complete reforms by 2010. 
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Chapter 3 

Comparative Historical Analysis: an index of interventions 

There are important things that we do not see at all, and what we do see we often misunderstand. 
Pierson, 2004  

Industrial policy began developing in Latin American even before ISI became popular 
during the 1950s. The preceding chapter showed how Import-Substitution Industrialization 
became the policy paradigm aimed at overcoming dependency and underdevelopment in the 
region. At its height, the idealization of ISI policy prescriptions moved Latin American’ states to 
create a complex web of institutions dedicated to achieve its prescribed goals. The enthusiasm 
and fiscal sacrifice it demanded was greater than the actual efficacy of the policy package. When 
neoliberal reformism arrived, it inevitably produced a clash of conflicting paradigms and 
triggered the difficult process of undoing the institutional framework of ISI. The problem of how 
to study this transition raises important questions about the role of the state in the capitalist 
economy, especially the purported twilight of the developmental state in late late industrializers 
like Ecuador and Peru. This broad macro-structural debate also intersects with a more dynamic 
debate about the forces driving those changes and whether agents or structures ultimately 
determine institutional outcomes. A dynamic assessment of these forces of change necessarily 
means inserting the dimension of time into the equation and considering whether historical 
legacies can have as much influence as structural international pressures in a long-term political 
process like this one.  

This chapter embraces historical institutionalism as the best approach for understanding 
the transformation of industrial policy from ISI to horizontal productive development policies in 
Ecuador and Peru. For this line of inquiry, Comparative Historical Analysis (CHA) is the method 
that provides the best set of analytic tools for a macroconfigurational explanation based on case-
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based research that pays particular attention to processes and the temporal dimension of politics 
(Thelen & Mahoney, 2015, p. 28). 

The first section of this chapter is dedicated to discussing historical institutionalism as an 
established approach in political sciences and its usefulness for understanding long processes of 
policy change. The second section discusses CHA, delineating its more important features: 
namely, macro-causal relationships, case-based comparison, temporality and sequencing; and 
typologies of change. I argue that long-term processes of change and historical legacies are key to 
understanding industrial policy transformation in Ecuador and Peru. Finally, this dissertation 
develops a longitudinal index that captures the timing and sequencing of industrial policy. The 
aim of the index is to better assess the patterns of change in the cross-comparison exercise. At the 
end, I briefly explain the argument about what drives the difference between the two trajectories 
that is expanded in Chapters Six and Seven. 

 
Historical Institutionalism 

Neo-institutionalism is a theoretical approach concerned with the question of how 
institutions shape political strategies and political outcomes (Steinmo, Thelen & Longstreth, 
1992, p. 7). In political science, its variants –rational choice and historical institutionalism (HI)- 
agree about the importance of institutions and their strategic choices. However, these two 
perspectives differ in at least two important ways. First, they disagree about the motivations of 
actors. Unlike rational choice theory, historical institutionalism does not assume mechanically 
that agents are maximizing their interests and that they always act rationally. If anything, the 
goals and objectives of individuals are an open question and therefore, the relationship between 
agents and structure is understood in broader terms. The second important difference is the way 
that the two approaches explain change. In contrast to rational choice, historical institutionalism 
does not focus exclusively on strategic actions. Rather, it is interested in the context in which 
strategic choices take place. Moreover, it is interested in the institutional design of those policies 
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that shapes interests and set limits to political action, which in turn, is always informed by 
cultural interpretations and historical legacies (Streeck, 2015, p. 267). 

Under historical institutionalism, industrial policy is seen as an institution. According to 
Hall and Taylor (1996), institutions are “formal and informal procedures, routines, norms and 
conventions embedded in the organizational structure of the polity or political economy. They can 
range from the rules of a constitutional order or the standard operating procedure of the 
bureaucracy to the conventions governing trade union behaviour or bank-firm relations. Historical 
institutionalists associate institutions with organizations and the rules or conventions promulgated 
by formal organizations” (p. 938). This definition applies well to industrial policy because it 
constitutes a set of rules, regulations, instruments, incentives, and organizations. All these 
features are part of the structure of the political economy of modern capitalism. 

Historical institutionalism aims at building a middle range theory that understands 
processes as the ongoing interaction of institutions, context, and agency. This approach provides 
opportunities to problematize motives, interests and the role of ideas –either coming from 
exogenous or endogenous sources- in shaping the preferences of different actors. In assessing the 
impact of neoliberalism and the Washington Consensus, it is important to analyze how the 
dissemination of foreign ideas clashed with pre-existing protectionist and liberal ideas and how 
local actors implemented them. Historical institutionalism recognizes the power asymmetries in 
the development of institutions and the uneven access that different groups of actors have in the 
policy-making process. 

Seeing the relationship between structure and agent, between institutional limitations and 
actors as agents of change as dynamic and in constant movement prevents the risk of historical 
determinism. Situating the analysis at the intersection of structures and human action, HI provides 
an overall account of broad processes of change. This approach sees actors shaping history and 
also being shaped by structural constraints. HI is an ideal approach for reassessing traditional 
accounts of what really changed under neoliberalism and how underlying forces triggered actors’ 
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motives for reform. There is a startling difference in this sense with rational choice 
institutionalism. HI emphasises the extent to which individuals turn to established routines or 
familiar patterns of behaviour to attain their purposes. It tends to see individuals as satisficers, 
rather than utility maximizers” (Hall & Taylor, 1996, p. 939). In other words, for HI, actors’ 
motivations are understood as bound by specific context. 

Moreover, by using history as an analytical tool, historical institutionalism attempts to 
explain real world outcomes (Steinmo, 2008, p. 157). These are cases where the dependent 
variable is already known –the dismantling of ISI in the case of Peru and the revival of it in the 
case of Ecuador- but where the mechanisms that caused the changes are still obscured. At least 
for the Peruvian case, what we know about the relationship between industrial policy and 
industrial development in Latin America is that ideologies overshadowed the real efficacy of 
outcomes; results usually lagged way behind policy expectations (Wise, 2003, p. 183). Both ISI 
and Neoliberal PDPs claimed to boost manufacturing development but the effects have not been a 
sizable impact, measured for instance in a higher share of GDP. The disconnection between 
outcomes and policy expectations is an additional indication that more research should be done 
about the causal mechanisms behind the meagre results of industrialization since isolated 
economic variables clearly do no explain the whole story. 

To sum up, Historical Institutionalism is the best approach for analyzing the industrial 
policy evolution in the Andean Region for three reasons. First, its macroscopic orientation directs 
attention to political-economic structures like states, markets and the relationship among them. 
Second, it situates the policy process in time. Temporality becomes an important tool to explain 
change and the relationship among macro-variables. Finally, it encompasses an integrated method 
to comparative analysis that includes case-based research, empirical observation within and 
across cases. This integrated method facilitates a set of inferences about mechanisms of change, 
sometimes overlooked by existing theory (Mahoney & Thelen, 2015). Comparative Historical 
Analysis is the method of choice to explain institutional change. 
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Comparative Historical Analysis 
Studies of industrial policy and the developmental state have a long tradition of using the 

Comparative Historical Analysis as the preferred research method. Only CHA provides a 
comprehensive set of tools to advance an explanation about large-scale processes of change like 
industrial policy. In this study, four elements of CHA stand out. First, Comparative Historical 
Analysis has the capacity to draw comprehensive explanations about the causal mechanisms of 
change. Second, the case-based comparison approach delivers empirical findings to support its 
findings. Third, CHA pays close attention to timing and sequence and its overarching 
methodology consists of a systematic comparison of sequences (Falleti & Mahoney, 2015, p. 
211). Finally, the close attention to timing and sequencing of events allows the identification of 
clear patterns and typologies of change that, in turn, provides a broader understanding about how 
specific societies evolved and what are the underlying forces of that evolution. 

CHA’s advantage in developing macro-configurational explanations is notable in cases 
involving a complex combination of variables. Causal configurations refer to the way CHA 
considers how multiple factors intertwine to produce a coherent explanatory narrative (Thelen & 
Mahoney, 2015, p. 7). The foundational work of Alice Amsden, Robert Wade and Chalmers 
Johnson has shown that interactions among different political, social and economic components 
are key to understanding the success of Japan and the Asian Tigers (Haggard, 2015). Single 
causal explanations used in neoclassical economics, like rising capital investment or trade 
liberalization, cannot adequately explain sustained industrialization in the absence of discussions 
about power and political brinkmanship.  

An important line of inquiry resides in the complex interaction of agency and structure. 
For example, it is important to understand how economic incentives work in the face of adverse 
political environments and how adverse political environments affect economic incentives. 
Institutions depend heavily on trust to sustain policy frameworks in time, including the 
consolidation of mutually beneficial goals and incentives. Studying industrial policy change 
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implies the analysis of how the interaction of actors with economic structures and incentives 
increased industrialization in real terms, beyond idealized policy prescriptions.  

An additional macroscopic policy configuration involves the existence of policy 
coordination or –better yet- policy consensus. Chang (1994) insisted that without a mutual 
understanding between government bureaucracies and organized industries (chaebols), 
industrialization just could not be successful. Wade (2004) similarly emphasizes coordination and 
collaboration as a key element of success in Taiwan’s industrialization process. A coordinated 
relationship among policy stakeholders is counterintuitive in neoclassical analyses of 
industrialization policy or even in Marxist accounts of dependency, but historical institutionalism 
has long considered it to be decisive (Woo-Cumings, 1991; Chang, 2009).  

The analysis of the consensual/conflictive relationship between the state and industrialists 
as a causal element of policy success or failure is a promising new line of inquiry. In the cases of 
Ecuador and Peru, scholars had called into question the very existence of that close relationship 
(Durand, 1984, 1989, 2004; Oleas, 2013; Torres, 2012; Luna, 2012). Therefore, this study will 
pay particular attention to this relationship and the ways it advanced or hindered the advance of 
industrial policy during the peak of ISI protectionism and its aftermath. A fundamental contention 
of this thesis is that the lack of public-private partnerships with shared goals and responsibilities 
is the missing element of effective industrial policy in both cases. The case studies will deepen 
the analysis of this counterfactual proposition in Ecuador and Peru. The antagonistic relationship 
between state officials and industrialists did not exist in the successful cases of East Asian 
industrialization (Chang, 2009; Haggard, 2015).  

Using CHA to understand industrial policy change in Ecuador and Peru is in itself a 
contribution to the political economy literature. Peru and Ecuador stand as unsuccessful cases of 
industrialization and therefore, they offer the opportunity to develop a deep understanding of the 
interaction of economic and political variables that made these cases different from successful 
industrialization cases in other Latin American countries or in Asia. In the process, it is also 
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possible to reassess the impact of variables overlooked by the literature like regulatory 
frameworks, organizational hierarchies and political action in policy design and implementation.  

Even the World Bank has sponsored configurative studies of the relationship between 
industrialization and growth such as the Spence Report (2010). The Nobel Prize winner in 
Economics, Michael Spence, chaired the Commission on Growth and Development that produced 
a comprehensive comparative study about long-term determinants of growth. The Commission 
worked from 2006 to 2009 and involved a multidisciplinary group of scholars, businesspeople 
and government leaders from countries across the five continents (World Bank, 2015). 

Exploring the causal mechanisms that explain the dependent variable –industrial policy 
change- opens up a broader understanding the complex long-term processes of institutional 
change in Latin America. Similarities in class structure and the economy linked the past of these 
two countries, but later they followed different modes of policy change. The answer to why this is 
the case may reside in the effects of interactions among actors, the institutions, and the 
instruments intervening in the policy packages applied in each country (Peters, 2005).  
 
Case-based empirical comparison 

A sensible understanding of industrial policy change in these countries should necessarily 
use cross-case comparison as much as within-case analysis to understand what went wrong with 
Latin American industrialization processes. 

The cross-case method includes defining cases through the method of agreement or 
difference. In the matching cases of Ecuador and Peru, a most-similar case approach was 
followed. Industrial policy in Ecuador and Peru converged when both countries sped up Import 
Substitution Industrialization in the 1970s. In the Peruvian case, the military regime of General 
Juan Velasco Alvarado and its forceful ISI industrial policies from 1968 to 1975 became the 
critical juncture in the trajectory of industrial policy. In the Ecuadorian case, the sudden oil boom 
of 1972 made it possible for the military regime of General Guillermo Rodríguez Lara (1972-
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1976) and his military junta successors (1976-1979) to intensify ISI incentives, already underway 
since the previous decade.  In other words, these two late-industrializing countries, albeit via 
different routes, ended up at the same place in the 1970s thanks to leftist military regimes. Both 
countries implemented comprehensive policies for import-substitution industrialization during 
these administrations. After 1980 the policy convergence across these two ‘most similar’ cases 
dissipates. Their policy paths differed even though both were subject to similar external 
pressures: the debt crisis, the Washington Consensus, the persistent instability of commodity 
prices. Moreover, one country achieved a nearly complete dismantling of ISI policies while the 
other underwent a more gradual process of change and continuity, ending with a complete 
revivial of ISI policies. Even though they closely fit a most similar case research design, evidence 
from primary and secondary sources points toward divergent policy trajectories after the 1970s. 
This research seeks the reasons for this departure. 

The analysis of these trajectories in this small-N study calls for an additional within-case 
analysis approach, where longitudinal information in both cases reveals longstanding legacies and 
causal mechanisms that are embedded in the institutional evolution of each country. Within-case 
analysis uses process tracing to investigate additional intervening variables or important 
occurrences that had probably an impact over the policy process. Moreover, this exercise of 
controlled comparison across and within cases demands a systematic comparison of sequences to 
trace the most relevant events along the process under study (Falleti & Mahoney, 2015, p. 211-
213). For these reasons timing and sequencing become paramount for building a coherent 
understanding of how events connect with each other to produce an outcome. CHA offers the best 
approach to understanding this policy process in time. 
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Timing and sequencing 
Once the case comparison possibilities are determined, the next step is to define the time 

horizon of analysis. Comparative Historical Analysis stands out from other approaches in its 
particular attention to time frames and sequence of analysis. Paul Pierson (2004, 2000) has been 
the most noted proponent of taking time seriously in the study of politics in general. However, for 
historical institutional analysis, time is particularly important. The study of institutional change 
has inspiring achievements explaining the defining features of institutions and how their influence 
sticks over time, restricting the frameworks for future action. Barrington Moore’s (1966) Social 
Origins of Dictatorship and Democracy and Theda Skocpol’s (1979) States and Social 
Revolutions immediately come to mind. However, social theory has lately paid more attention to 
the “historic” dimension of Historical Institutionalism (Pierson, 2004, p. 8). In this school of 
thought, when something happens matters as much as the fact that it happens. HI also cares about 
how events unfold and in what order since the duration of events and the way they happened have 
important effects over time (Falleti & Mahoney, 2015; Levitsky and Way, 2015). 

The literature on the developmental state studies industrial policy in Japan and the Asian 
Tigers with particular attention to issues of time and sequence as an important part of the 
explanation. Following Alexander Gerschenkron (1962) and his argument about late 
industrializers, success or failure of policy cannot be separated from the historical context in 
which government intervention takes place and the sequence of policy at different points in time. 
Thus, the sequence of events, the pace, and pattern of change are as important as the policy 
instruments of policy employed and the breath of their incentives. To be sure, it is important to 
unpack political action on economic development and how these policies, in turn, “created new 
politics” as E.E. Schattschneider argued about tariff policy (cited by Steinmo, 2008, p. 165).  

One of the goals of this research is to place industrial policy in time by ordering the 
sequence of events for a better understanding of the long institutional patterns that constrain of 
facilitate change under during neoliberalism. This inquiry has purposefully avoided paying extra 
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attention to separate events to stress instead the linkages from one segment of the sequence to the 
next in order to understand the process as a whole. For instance, Peru’s industrial policy has been 
extensively studied in two important time periods, the revolutionary government of Velasco 
Alvarado and then the Fujimori government that implemented neoliberalism in the 1990s. The 
present study proposes to link both events to understand the long process of industrial policy 
change. The same is true for Ecuador. The military governments of 1970s had been long 
considered a unique event with respect to ISI policies. This study proposes the expansion of the 
time horizon to understand the surprising rebound of ISI policies after 2007.  

However, the project of placing political economy in time requires specific methods to 
achieve this goal. The first step is to appropriately define time horizons of analysis and within 
them, three elements that build them: 1) events that are occurrences that may or may not become 
crucial; 2) critical junctures that represented moments of change or reform; 3) sequences that 
explain the order and duration of events, all of which defined the time of change that ensues. 

Time horizons for CHA have to be defined with at least two elements in mind: the 
outcome under study and the initial event that purportedly originated the outcome. However, 
Pierson (2004) warns against defining extremely short time frames, especially when analyzing 
public policy. In his words, “failure to recognize the extent to which public policy outcomes are 
cumulative and slow moving can easily lead social scientists astray” (p. 91). In the comparative 
case study of Ecuador and Peru, his recommendation is particularly important. Neoliberal reform 
has been taken as a given, without probing how it happened and how long it took until the 
complete paradigm reform to settle in. By defining a longer time frame of analysis, it is possible 
to understand how the process of policy transition from one paradigm –ISI- to the next –
neoliberal PDPs- worked out. As Pierson pointed out, policy structures usually takes a long time 
to unfold (p. 80). The challenge is determining the time horizon that renders an adequate account 
of the outcome of interest. There are two concepts that helped defining an adequate time frame: 
critical juncture and sequence. 
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Critical juncture is a key component of CHA since it provides the most important tool to 
define the origins of institutional reforms. The definition of critical juncture states that it is “a 
period of significant change which typically occurs in distinct ways in different countries and 
which is hypothesized to produce distinct legacies” (Collier & Collier, 1991, p. 29). However, 
Giovanni Cappoccia (2015) stresses that for CHA the concept of critical juncture is strictly linked 
to that of path dependence trajectories since they are  

cast as moments in which uncertainty as to the future of an institutional arrangement allows for 
political agency and choice to play a decisive role in setting and institution on a certain path of 
development, a path than then persists over a long period of time (p. 148).  
A critical juncture is intrinsically linked to mechanisms of increasing returns either 

because this moment creates positive feedbacks or because it creates a strong process of 
contestation (Mahoney, 2000). Notwithstanding, the political fluidity of critical junctures as 
decisive moments of change highlights the need for a conscious identification of how crucial 
these moments are for the rest of the developments in the time horizon that the research has 
subject to the comparative analysis exercise. As Falleti and Mahoney (2015) explained, CHA 
involves a systematic comparative of sequences composed by events that may or may not become 
significant for the process as a whole (p. 212). 

In Comparative Historical Analysis, an event is defined as spatially and temporally 
bounded happening that can be compared across cases and it is different from an occurrence that 
is a singular happening, specific to one case study at one point in time (p. 213). For instance, a 
military authoritarian administration is an event; the specific case of Velasco seizing power in 
October 3rd, 1968 is an occurrence. For CHA, an event necessarily shares the same 
characteristics across cases and can be compared across different contexts to assess different 
reactions. An event can become a critical juncture only if it produces a chain reaction effect with 
increasing returns over time that consolidates the outcome (in this case the reform) for a long 
time. There are events that become important within a sequence of events, but not necessarily 
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lead to a path dependent trajectory because these events usually do not have the strength or the 
scope to produce dramatic changes that unleash either a positive feedback consolidating the 
changes or a negative one, creating a strong reaction against them. In other words, a critical 
juncture is a type of event that carries stronger and probably deeper policy consequences.  

Understanding the strength and scope of events during the military rule of the 1970s in 
Ecuador and Peru is important to assessing the existence or not of path dependent trajectories that 
are usually an exception. In fact, the initial assumption leaned in the opposite direction, that both 
countries experienced a slow transition towards a neoliberal industrial policy scheme. Events are 
important parts of the sequence even if they do not become critical junctures. They are important 
to understand different typologies of change that usually are slow-moving processes that 
gradually change policy over long periods of time. Process tracing is the most important method 
to identify the sequence of events and how important that sequence is for explaining change. 

A sequence is the temporal order in which events happen over time. For CHA 
sequencing becomes important when the order of earlier events is causally connected to the 
outcome of interest (Faletti & Mahoney, 2015, p. 217). One classic example of the importance of 
sequence for causal explanations is found in Skocpol’s (1979) classic work States and Social 
Revolutions. She argues that the previous existence of strong states guarantee the success and 
then consolidation of social revolutions. Even if sequences do not determine causation, there is an 
important argument to be made about sequences explaining long-term cycles of policy that follow 
temporal cycles of domestic politics or international economic cycles as well. My argument is 
that in Ecuador, industrial policy closely followed cycles of international export commodities, 
with booms spiking policy incentives for manufacturing and declines triggering periods of liberal 
reforms. Political turmoil and clashes among regional elites made protectionist policies difficult 
to dismantle, making reform cycles short-lived. By process tracing the sequence of events that led 
to the dismantling of policies, it is possible to understand the causal mechanisms that sustained 
industrial policy whether under the ISI paradigm or the neoliberal one. 
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Defining the correct time frame and the sequence of events can be daunting. The method 
of process tracing is the most important tools for identifying all the intervening events and causal 
mechanisms that connect the independent variables with the dependent one (George & Bennett, 
2005, p. 206). 

Once the time frame and the sequence of policy changes or events are established, it is 
necessary to determine the patterns of change underlying the sequence. The patterns reveal 
evidence of whether an event is really a critical juncture that would generate path dependent 
mechanisms of reaction or consolidation or, if contrarily, the sequence is rather a slow moving 
process that would cumulatively produced change. The problem of adequately assessing a time 
horizon of analysis and the typology of change evidenced by the sequencing of events led this 
research project to build an index of policy intervention as tool to test time frame and sequence 
and also to confirm process tracing identification of typologies of change. 

Timing and sequencing industrial policy in Ecuador and Peru motivated the development 
of a new methodological tool that could help assess the different moments in the transit from ISI 
paradigm to a neoliberal one.  

 
Building an index of policy intervention 

The initial finding that Peru and Ecuador experienced sharp differences during the 1980-
2010 time frame needed further confirmation. After all, this is a most similar case study in which 
significant variables, like the structure of the economy, type of insertion in the international 
economy, class composition and even political system featured similar characteristics at the point 
of departure. This research takes a step forward by developing a methodology to track trajectories 
and patterns of change. At the same time it provides an instrument of incorporating Pierson’s 
(2004) ideas about timing and sequencing. One way to do it is to disaggregate policy components 
and assign values when changes occur over discrete time periods. This longitudinal analysis has 
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the advantage of providing not only a trend line to understand the overall direction of changes, 
but also the scope of policy intervention at different points in time. 

To capture the various dimensions of policy change, this dissertation develops an index 
that measures the variations in policy configurations across the two countries. The longitudinal 
analysis provides an overall view of the patterns of change and shows the extent to which policies 
or sub-components of them were maintained or reformed over time across the two countries. 
Pierson (2004) underscores the need to model changes in time and emphasizes how small changes 
can lead to thresholds that move institutions and processes to a different environment (p. 86). 
Combining quantitative and qualitative indicators of a select number of variables, this 
methodology has the potential to identify long-term patterns of policy change. 

The index also helps confirm the relevance of the time frame selection. The same 
parameters used to determine variance in a certain time horizon could be applied to longer or 
different periods of time to check if the initial assessment about type of change holds for other 
time horizons as well. An index of long-term processes of change also be used to assess other 
public policy trajectories like welfare state policies, including specific health care, pensions, 
employment insurance, education, to name a few.  

The index rests on two pillars: the time horizon of analysis and the selection of variables. 
Undoubtedly, the process of building an index of policy interventions starts with the definition of 
the time frame under investigation. Process tracing policy should help to inform this definition. In 
the particular case of industrial policy in Ecuador and Peru, the index should start scoring data 
from what is widely asserted as the highest point of ISI policies: 1970. The 1970s became the 
time when policy incentives –tariff protection, credit availability and interest rates and tax 
exemptions- for industrialists were the most generous compared to any other period of their 
history. On top of the incentives, dedicated institutions, and a comprehensive legal framework 
accompanied the effort. In addition, progressive nationalist military governments seized power in 
both countries around the same years: Velasco in 1968; Rodríguez Lara in 1972. 
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For parsimonious results, the index tracks changes since 1970 at regular intervals of five 
years each until 2010, keeping in mind that pressures for neoliberal reforms began in the interval 
of 1980-1985 for both countries, which also coincided with the first period of democratic ruling 
in both countries. The index extends forty years in time to ponder the differential between the 
peak of ISI policy framework and what was left thirty years after neoliberal reformism by the 
year 2010. Above all, the scores along the different intervals should point out the pattern and pace 
of changes that protectionist industrial policy underwent during these three decades. Interestingly 
enough, this index illustrates the beginning of a new cycle of protectionism in Ecuador.  

Table 3.1 Index Metadata 
Component Variables Points 

Legal 
framework 
(Maximum of 3) 

A comprehensive law of industrial promotion is in place and 
enforced 

3 
 

A law of industrial promotion exists but benefits have been stripped 
down, or the existing law is not enforced 

2 

Law exists, but manufacturing is treated as any other productive 
sector. No specific incentives exist.  

1 

No law exists 0 
Instruments: 
A. Tariffs 
(Maximum of 2) 

Tariff and non-tariff protection scheme are in place specifically to 
protect infant industry. 

2 

Some tariff protection exists for targeted manufacturing products. 1 
Flat tariff liberalization is in place. 0.5-0 

Instruments: 
B. Credit 
(Maximum of 
2) 

Public funds specifically channeled to manufacturing exist; credit is 
subsidized. 

2 

Public credit exists but it is not subsidized. 1 
Credit is available through private market mechanisms 0.5-0 

Institutions 
(Maximum of 3) 

The state has in place a specific set of institutions to promote 
manufacturing under a clear steering agency 

3 
Institutions to support manufacturing exist, but there is no clear 
steering agency 

2 
At least one state agency supports manufacturing 1 
No state exists to support the manufacturing sector 0 

 



 55

The index scores policies in a range from 0 to 10, where ten is the maximum aggregate 
score. A score of 10 signifies a complete protectionist industrial policy framework, including ISI 
measures and infant industry protection for strategic industries like steel and petrochemicals. A 
total score of 0 represents no industrial policy interventions of any type. However, there are no 
Latin American countries with no policy interventions. Even under the Washington Consensus, 
industrial manufacturing is allowed some benefits under the “Productive development policies” 
umbrella (Melo & Rodríguez-Claire, 2007) or in place horizontal industrial policies that promote 
“systemic competitiveness” (Haussmann, 2008). Therefore, intermediate policies should score 5 
points or less for their liberalizing disposition.  

The overall score is built upon assigning values to variations in the three main 
components of industrial policy: legal framework (a maximum score of 3), institutions (a 
maximum score of 3) and instruments disaggregated in credit and tariffs (a maximum score of 4). 
Table 4.1.1 shows the scores assigned to each policy variation for each policy component. Each 
component will be assessed along regular policy intervals of five years in the period between 
1980 and 2010. The index provides a visualization of policy change over time, including the 
impact of crises at different time intervals so that the trend and direction of policy can guide 
theory-building about institutions and change. 

 
Determining variables and scores 

Following the discussion of Chapter Two, the components of industrial policy used in the 
index are the ones most often associated with successful industrial policies in East Asia and Latin 
America. In essence, the existence of instruments such as credit, a tariff protection scheme 
exclusively dedicated to boost manufacturing; institutions such as a central steering agency in 
addition to other dedicated sectoral organizations and finally, in the Latin American case, a legal 
framework that enforces the protectionist architecture. The caveat for this selection of variables is 
that they are minimum requirements of infant industry protection. Other qualitative elements of 
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policy, like active leadership of public or private sector leaders or public-private partnerships, 
were not included in the index. The points assigned to each category also capture the 
effectiveness attributed to these variables in previous comparative studies of industrial policy, 
especially in East Asia. For example, Johnson (1982), Wade (2004) and Chang (2009; 1994) 
assigned considerable weight to the existence of a centralized, coordinated institutions that 
implement industrial policy. Amsden (1989) and Chang (1994) consider availability of credit and 
tariff protection important however in a lesser scale that an institutional framework implementing 
policy. Most studies of industrial policy, with a couple of notable exceptions, emphasize the 
economic incentives paying scant attention to the legal framework of protection (Woo-
Cummings, 1999; Amsden, 2001; Haggard & Tiede, 2011). However, this research argues the 
existence of laws that explicitly protect manufacturing sets up a regulatory environment of 
protection that is impossible to overlook in countries with scarce institutionalization of state 
institutions and structures. 

All of these variables will be discussed later in the detailed analysis of each case study. 
The variables included in the index are explained below. 

The legal framework can yield a maximum of three points when the law promotes 
national manufacturing development and includes a comprehensive set of incentives and 
institutional steering bodies. This component is scored at two points if the law exists, but it is no 
longer enforced, or if other laws stripped out important components, such as credit, tax or tariff 
incentives. One point is assigned if there is a law in place but it is vague in nature, or it is broadly 
applicable to production in general; manufacturing is treated like any sector. In this sense, Latin 
America experienced a very different situation than East Asian economies. In this region, laws 
usually precede any policy intervention; they embody the spirit and specifics of the policy itself.  

Institutions became the main beacons of the era of ISI policies. At its height, ISI 
envisioned a set of state institutions to guarantee industrial transformation, from planning bodies 
and ministries to technical assistance agencies and public financial corporations. This component 
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scores as a maximum of 3 points when a strong set of institutions exists and they are coordinated 
by a single steering agency, usually the ministry of industries or a planning body. If various 
institutions in charge of industrial policy exist but there is no coordination among them, this item 
should score just 2. One point is assigned if there is minimal bureaucratic support, expressed in 
just one public agency in charge of industrial policy. 

Instruments account for the last four points of our index, measuring tariffs and credit. 
Traditionally, ISI policies relied on tariffs and subsidized credit as two of the most important 
incentives to boost manufacturing production (Chang, 1997; Wade, 2004). The existence of a 
tariff protection scheme designed to boost manufacturing, that perhaps includes non-tariff 
measures as well, receives 2 points in the index. If only partial tariff protection for manufacturing 
exists, this component is scored with one point. A score of 0.5 to 0 is assigned if trade 
liberalization occurred, often with flat tariff policy in place. 

With regard to credit, a guaranteed public fund specifically channeling credit to 
manufacturing under subsidized rates is scored at 2 points. If there is credit availability for 
manufacturing, but it is not subsidized, or it is scarce, it receives a score of one. Scores below 1 
mean that a thorough liberalization has occurred, and credit is available only through private 
market mechanisms, and therefore no incentives are in place. The following table presents a 
synthesis of the points attributed in the index. 

It is important to stress that this index does not measure the effectiveness of policies. It 
shows how policy frameworks are configured at intervals over a 30-years period. Assessing 
policy effectiveness involves a broader set of variables, including the impact of external shocks as 
well as the interaction of macroeconomic policy with targeted sectoral policy instruments. 
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Sources for index scores 
A variety of sources informed the evaluation of different components of the index. The 

different nature of each component meant that primary sources or a combination of primary and 
secondary sources had to be used. A detailed explanation of sources follows. 

Legal framework. Since this component basically measures whether a comprehensive 
industrial promotion law was in force at different points in the interval, the sources were the laws 
published in the respective national official register. The laws scored for Peru were: Laws 13270, 
18350, 23407 with its amendments as of 2010, registered in El Peruano official newspaper.  

The laws scored for Ecuador started with the Industrial Promotion Law of 1906, the 
1921, the 1937 amendment, 1957 and its revisions of 1962, 1965, 1967, 1971 and 2006. The 
replacement of the Industrial Promotion Laws named Code of Production and approved in 
December 2010 was also included. The laws are publicly available through Registro Official, the 
official legal register of the Government of Ecuador. 

Tariffs. The tariff score evaluates the weighted average effective rate applied by each 
country each year, available through the Statistical System of the United Nations Conference on 
Trade and Development, UNCTAD called UNCTADSTATS. The time series is available for both 
countries, Ecuador and Peru in the section of Most Favoured Nation (MFN) rates. 

Credit. The credit score was assessed using two sources. One was the domestic credit to 
private sector as a percentage of GDP available in the World Bank’s World Development 
Indicators service for the 40 years under analysis. This general indicator was compared with the 
historical time series of public credit disbursements for the manufacturing sector by the respective 
central banks and the financial institutions founded to support the manufacturing sector in each 
country. In the case of Peru, the time series comes from the Banco Central de Reserva del Peru’s 
historical series, available through the official website and also from COFIDE annual reports 
from 1992 to 2010. In the case of Ecuador, the information primarily came from the annual 
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reports of Banco Central del Ecuador until 1980. From 1980 onwards, the information was 
provided by Corporación Financiera Nacional (CFN). 

Institutions. The industrial promotion laws for each country were the main source of 
information to assess the institutional framework set up for implementing industrial policy. These 
laws established the governance structure of industrial policy and the policy attributions for each 
agency in charge. However, the scoring of institutions used in addition the information gathered 
from the open-ended interviews conducted for this dissertation. For this reason, the extended 
index that starts in 1890 dispenses with the assessment of institutions unless they are explicitly 
stated in a law, like the creation of Banco Industrial by Law 7695 of 1936. 
 
Patterns of industrial policy change 1980-2010 

The index renders an interesting picture of what happened with industrial policy and the 
phasing out of its most important mechanisms. Tables 3.2 and 3.3 show the scoring for each 
macro-component as well as the total score. As explained in the historical overview, military 
administrations in both countries left a strong set of industrial policies at the dawn of the 1980s, 
the point of departure for this study. In both cases, a protectionist industrial law encompassing the 
different aspects of policy instruments and institutions providing support for manufacturing 
development was in place and still enforced. The state created institutions and they were fully 
funded, albeit with little or scarce coordination among them. A tariff framework was in place and 
a fund –established in each law of industrial promotion- financed manufacturing ventures through 
subsidized credit. The policy are reflected in the “9” score for each country.  

However, the momentous convergence ends there. As Tables 4.2 and 4.3 show, 
differences emerged rapidly with legal reforms in Peru and a sharp reduction in tariff protection 
and subsidized credit. Ecuador’s changes lag behind in all components, except for a mild tariff 
reform during the 1980s. 
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Table 3.2 Ecuador’s index of intervention 

Years Legal 
framework Institutions Tariffs Credit Total 

1980-1984 3 2 2 2 9 
1985-1989 3 2 1 1 7 
1990-1994 2 2 0.5 0.5 5 
1995-1999 2 2 0.5 0.5 5 
2000-2005 2 2 0.5 0.5 5 
2005-2009 3 2 1 1 7 
2010-2015 3 2 2 2 9 

 

Table 3.3 Peru’s index of intervention 

Years Legal 
framework Institutions Tariffs Credit Total 

1980-1984 3 3 1 2 9 
1985-1989 1 2 1 1 5 
1990-1994 1 1 0.5 0.5 3 
1995-1999 1 1 0 0 2 
2000-2005 1 1 0 0 2 
2005-2009 1 1 0 0 2 
2010-2015 1 1 0 0 2 

 
The index of policy intervention aligns with the evidence from primary, secondary 

sources and interviews conducted in both countries. Peru and Ecuador experienced very different 
patterns of institutional change. Figure 3.1 helps visualize these sharp differences. Using the 
index, the reactionary path dependence effect in the case of Peru becomes evident. However, a 
slower pattern of change emerges in Ecuador where protectionist policies started to increase again 
before the slope reaches the lowest power of neoliberal reform as it does in the case of Peru. This 
pattern requires explanation to understand the causal mechanisms that ultimately shaped these 
divergent patterns of policy change. 
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Figure 3.1 Differing patterns for Ecuador and Peru 

 
 

As shown in Figure 3.1, the index adds to process tracing evidence from primary and 
secondary sources about how different industrial policy unravelled in Ecuador compared to Peru. 
The index of intervention helps to visualize the very different modes of institutional change that 
both countries experienced. In other words, Ecuador does fit in a pattern of slow, and gradual 
process of change while Peru does not. The temporal sequence that started in Peru with the 
Velasco Alvarado’s forceful intervention in 1968 followed by sweeping institutional changes 
created a type of critical juncture that set in motion a path dependent trajectory. The neoliberal 
changes that followed military rule determined an institutional pattern of liberalization that 
became locked-in and self-reinforcing over time. In other words, Velasco Alvarado’s brand of 
industrial policy set the stage for a sustained and self-reinforced pattern of changes of the reactive 
type (Mahoney, 2000, p. 507). The reaction to Velasco’s experiment grew stronger over time. 
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Each new reform in the sequence that dismantled industrial policies is in part a direct reaction to 
Velasco’s original intervention. 

Contrarily, Ecuador did not experience such a radical jolt. To be sure, General Rodríguez 
Lara and the Military Junta that succeeded him did create a critical juncture in the ISI policy 
history of Ecuador but only because they represented the peak of a cycle. The movement that 
build a strong ISI framework, including state institutions dedicated to support the process, started 
in the early 1950s. Pierson (2004) has also described how consistent changes in one direction –in 
this case towards protectionist incentives—reached over time a cumulative threshold that usually 
signals a tipping point where new phase starts (p. 83). In Ecuador’s case, the index shows that the 
threshold was reached in 1972 thanks to the windfall of oil exports that allowed previously 
planned ISI programs to be fully funded. Thus in Ecuador, the unwinding of reforms took the 
form of receding waves that never became a full tide of reforms. Notwithstanding, when a limited 
amount of neoliberal reforms finally happened, a backlash occurred. A left-leaning administration 
embraced a renewed ISI model of industrial policy by the end of the period under study. 

The 1980s marked a dramatic divergence in policy paths for Ecuador and Peru. Peru 
started its departure from ISI protectionist policies as quickly as the democratic era started. It 
eliminated policy instruments that subsidized national manufacturing through tariff protection, 
moving decisively away from state-directed manufacturing development and towards a more 
market-oriented approach. In contrast, Ecuador did not unwind the ISI model for a decade, 
despite numerous economic crises that put its fiscal limits to the test. Even though Peru flirted 
with economic heterodoxy from 1985 to 1990, a long-term view of the trend followed by both 
countries confirmed the divergent trend of policy initiatives for manufacturing, regarding 
instruments and institutional frameworks.  

The departure in the policy trajectory across the two countries deepened during the 1990s 
and 2000s. Peru consolidated a neoliberal model of export-oriented development policies while 
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Ecuador had an uneven and conflictual experience with the same reforms, only to end up reviving 
the ISI model when a left-leaning coalition won the presidential elections in 2006. 

The trends identified in the index 1980-2010 suggest the possibility that longer patterns 
of institutional evolution could be at play in these two cases. The probability that institutional 
legacies could also play a role in the differential patterns of policy change under neoliberalism 
became another puzzle in the reconstruction of historical trends as Pearson (2004) anticipated. He 
believes that long cumulative causes can, in many cases, go unseen (p. 81). Ira Katznelson (2003) 
stressed how periodization plays an important role in understanding the life span and cycles of 
institutions as well as understanding how actors interact with them (p. 297).  

 
Assessing patterns and typologies of change 

The index of intervention was a helpful exercise to determine the sequence of industrial 
policy-making. Scoring the amount of incentives, the index also confirms ISI programs under 
military rule in the 1970s as the highest point in state’s promotion of industrialization. The index 
is also useful to visualize typologies of change by looking at how fast changes in instruments, 
legal framework and institutions were introduced and whether or not those reforms ratified the 
original direction of changes or, if contrarily, they generated a backlash. 

The index of intervention shows a slow and then shallow decline in Ecuador’s ISI 
program while a sharp and radical debunking of the ISI program in Peru, almost immediately 
after the military regime stepped down. The index clearly shows the critical juncture under 
Velasco is the clear peak in ISI policies followed by an immediate first reaction with the 
dismantling of the legal protectionist framework in 1982, a direction that only consolidates over 
time support this assertation. Path dependence is the type of change that most directly described 
the characteristics of the Peruvian fallout. Mahoney (2000) has warned of the tendencies to take 
path dependence lightly by applying it to all interventions that have long lasting effects in time. 
He advanced a definition that is quite limited but methodologically more useful: “path 
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dependence characterizes specifically those historical sequences in which contingent events set 
into motion institutional patterns or event chains that have deterministic properties” (p. 507). 
However, Peru fits a second type of path dependency: the reactive type that in Mahoney’s words 
“where each event within the sequence is in part a reaction to temporally antecedent events” (p. 
509). Peru’s sequence of events showed a direct reaction to the initial critical juncture of 
Velasco’s ISI policies. To be sure, in path dependence trajectories events at the starting point of 
the process have a higher importance as causal explanations than events at the end. According to 
all interviews, the moment that triggered the rapid reaction was Velasco’s forceful ISI policies. 
Velasco’s brand of industrial policies unleashed a “reaction and counterreaction mechanisms that 
give an event chain an ‘inherent logic’ in which one event ‘naturally’ leads to another event” (p. 
511). Reassessing the Peruvian case using Comparative Historical Analysis, it is clear that a path 
dependent process of the reactive type was the most conspicuous reason for a rapid and dramatic 
change in industrial policy.   

The selection of a time frame of thirty years allowed a rich process-tracing experience, 
with the possibility of finding many data points of importance to assess the type of change at 
stake. As is usually the case, there were slight differences regarding the timing of the initial 
liberalization attempts. But this investigation found remarkable differences in the intensity and 
strength of ISI military interventions in both countries. The differences in the intensity of the 
critical juncture of the 1970s and its unraveling period invited additional questions about longer 
institutional legacies that influenced the trajectory of the military intervention of the 1970s. 

Since the intensity and speed of changes were very different in Ecuador and Peru, it was 
possible that historical institutional legacies had influenced the pace and character of neoliberal 
transformation in both countries. If the index was so helpful in establishing the trajectory of the 
30 years of unraveling of ISI policies, following the 1970s peak, the index could also help 
understand the industrial policy as a long-term process in both countries. 

The next exercise using the index was to extend the analysis to the whole trajectory of 
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industrial policy in Ecuador and Peru. The starting of 1890 was used since that is when scholars 
conceded that modern industrialization began in both countries (Sheahan, 1999; Thorp and 
Bertram, 1978; Wils, 1979; Chiriboga, 2013; Luna, 2013). The extended index uses the same 
variables and scoring categories explained above, albeit using, this time, longer intervals of 10 
years to ease policy visualization.  

An important caveat to the extended index is in order. Since process tracing for this 
dissertation was focused in the 1980-2010 period, the index constructed below intends only to be 
illustrative of longer patterns of industrial policy in both countries and it is not completely 
comparable with the 1980-2010. Although historical statistics for tariffs and credit were available 
and specific laws were easy to track since they are part of public records, the index is missing 
specific data about the institutional framework for industrial policy. The pre-1980 index is a 
suggestive guide to tracking changes in this period but since one data component is missing, 
measures are not exactly equivalent. 

Table 3.4 Ecuador’s expanded time frame index (using ten years intervals) 

Years Legal 
framework Institutions Tariffs Credit Total 

1890-1899 0 0 1.5 0 1.5 
1900-1909 3 0 2 0 5 
1910-1919 3 0 2 0 5 
1920-1929 3 0 2 0 5 
1930-1939 2 0 2 0 4 
1940-1949 2 1 1 0 4 
1950-1959 3 1.5 2 0 7 
1960-1969 3 2 2 0.5 7.5 
1970-1979 3 2 2 1.5 8.5 
1980-1989 3 2 1.5 1 7.5 
1990-1999 3 1 0.5 0.5 5 
2000-2010 3 2 2 1 8 
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Table 3.5 Peru’s expanded time frame index (using ten years intervals) 

Years Legal 
framework Institutions Tariffs Credit Total 

1890-1899 0 0 1 0 1 
1900-1909 0 0 1.5 0 1.5 
1910-1919 0 0 1.5 0 1.5 
1920-1929 0 0 1.5 0 1.5 
1930-1939 0 1 0.5 0 1.5 
1940-1949 0 1 0.5 0.5 2 
1950-1959 1 1 0.5 0.5 3 
1960-1969 3 1.5 2 1.5 8 
1970-1979 3 2 2 2 9 
1980-1989 1 2 1 0.5 4.5 
1990-1999 1 1 0 0 2 
2000-2010 1 1 0 0 2 

 
The most important finding coming from the extended index of intervention is the fact 

that patterns of change after the 1980s closely resemble longer historical trajectories of industrial 
policy intervention in both countries. For instance, the long-term index 1890-2010 shows how 
Velasco’s intervention was an anomalous episode in Peru’s industrial policy trajectory. It was the 
first administration to offer a full-bodied ISI package, including a strict control of foreign direct 
investment and expansion of SOEs in strategic areas of interest for the Peruvian state. The 
initiation of ISI in Peru started late with the passing of the first law of industrial promotion in 
1959. Peru was a clear case of small, liberal state intervention where infant industry protection 
was not on the menu until late in the 1960s. In contrast, Ecuador followed a rather different 
trajectory with a legal framework to protect national industry in place by 1906. The index shows 
how protective industrial policies kept building up since the beginning of the century and how the 
periods of reform or liberalization tend to be short-lived and shallow in scope. The same shallow 
and short-lived cycle of reform emerged again in the 1980-2010 time frame as Figure 3.3 shows. 
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Figure 3.2 Peru and Ecuador indexes compared4 

 
Three interconnected causal mechanisms explain the divergence of trajectories: 

institutional legacies, coordination among actors and economic distribution of power. Peru’s long 
tradition of a minimal state contrasts with Ecuador’s long tradition of embedded protectionism 
dating back to the Liberal Revolution of 1895. Peru’s close policy coordination among 
stakeholders –state technocrats and business elites- differs from Ecuador’s “winners-take-all” 
approach for policy-making. Peru’s economic dynamism concentrated in Lima sharply departs 
from Ecuador’s fragmented dynamism with competitive regional economic leaderships. 

Long-term traits in the evolution of industrial policy apparently became embedded in 
each case. In the case of Peru, there is not a tradition of institutional or legal protection for 
industrial manufacturing until the 1950s. As a result, the strong movement towards ISI and state-

                                                      
4 An important caveat to this index was explained in page 75. 
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driven manufacturing development would likely become a seismic event even for the main 
beneficiaries of this set of policy interventions. 

Most importantly, the index sets the stage for what this dissertation seeks to explain: 
namely, how and under what conditions did ISI protective industrial policies change in Ecuador 
and Peru during the era of neoliberal reformism. The preceding chapters, including this one, set 
up the theoretical and methodological terrain for the comparative historical analysis of industrial 
policy in Ecuador and Peru. The indexes have demonstrated and confirmed the direction and 
patterns of change of these two countries, in spite of facing similar external and domestic 
challenges since the 1970s. In order to understand the long-term trajectories set up by the indexes 
presented in this chapter, the following chapter provides a historical background of the evolution 
of industrial policy in both countries. 
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Chapter 4 

Evolution of industrial policy in Peru and Ecuador 

Dependence is not going to be eradicated. But if it is to continue, it must undergo  
substantial modifications. 

Aníbal Quijano, 1971  
Industrialization in Peru and Ecuador started around the same time, in the last decade of 

the 19th century. However, the domestic contexts, actors, and policy instruments differed 
considerably. Peru and Ecuador shared the same opportunities provided by sharp increases in 
commodity prices during the first decade of the 20th century and the subsequent contraction of 
manufacturing supply during the First World War. But contrary to what happened in Peru, the 
Ecuadorian state left its imprint on industrial protection policies from the very beginning. This 
chapter presents a general overview of the history of industrial policy before the peak of Import 
Substitution Industrialization (ISI) policies in the 1970s. The underlying objective of this chapter 
is to provide historical background to understand the long-term process of industrial policy 
change in this small-N case study. At the same time, it will advance an explanation for the initial 
differences found in the genesis of industrial policy in the two countries. 
 
Peru: from the oligarchic State to Velasco’s watershed moment 

Modern industrialization flourished for the first time in Peru in the late 1800s and the first 
decade of the 20th century. Large export surpluses, positive domestic prices and a diminishing 
supply of foreign goods offered the opportunity to diversify the economy. In addition, Europe 
was immersed in a recession and the Baring crisis in the London financial market so European 
investors were reluctant to keep financing the Peruvian government (Bertram & Thorp, 1978, p. 
37). The best option for Peru’s export-oriented elite was to reinvest their profits in domestic 
manufacturing. The first industrial census of 1902 identified 256 factory firms created since 1890 
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(p. 34). The census detailed the type of products produced in this first wave of industrialization: 
83% of factories were export-processing enterprises such as sugar and oil. Rising new industries 
were mainly domestic consumption such as cotton and rice mills. From the list described by Thorp 
& Bertram (1978), a large majority were focused on food processing, with the exception of eight foundries 
(p. 35). 1890-1905 was probably the longest, most fruitful industrial development experience in 
Peru. In the following decades, economic exclusion and lack of social policies hindered market 
strengthening to sustain investments over time (Webb, 1973).  

Industrial policy during those decades did not exist as such. The first manufacturing 
boom of the 1890s was not an early experiment in Import Substitution Industrialization. There 
was never an explicit intention to promote industrial development and so, and no policy 
framework was set in place. The rise in tariffs was triggered by the need to fund public works 
after the war, not to spur industrialization. Since public investment expanded the urban middle 
class for the first time in the Republic era, especially Lima, the demand for consumer goods 
increased accordingly to supply this new class in ascendance that could not afford expensive 
imported goods (Parker, 1998, p.18). In addition, for the first time the Government had enough 
revenues to expand its capacity with more bureaucratic positions and services (Klaren, 1986).  

Neither the political class nor the economic elite seized the opportunity to forge a long-
term consensus around the manufacturing sector, even though at this point the two groups were, 
in essence, undifferentiated. The historical period running from 1890-1968 has been labeled as 
the “Oligarchic State” by many Peruvian scholars, mainly because of tight control by a closely-
related elite over different economic sectors (Pease-García, 1986; Thorp & Bertram, 1978; Cotler, 
1978; Quijano, 1971). The oligarchical elite was a heterogeneous mix composed of landed elites 
from the Highlands, export-oriented landowners from the Northern Coastal region and financiers 
and commercial entrepreneurs established in Lima (Pease-García and Romero-Sommer, 2013, p. 
31). Julio Cotler (1978) described in detail how the same export-oriented landowners and their 
relatives soon became investors in import-export commercial houses, financing enterprises and 
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industrial factories (p. 136-137). Felipe Portocarrero (1986) went even further with his historical 
account of the Prado family and how this family controlled many business interests, among them, 
a prosperous textile industry since the early 20th century but also import-export business and 
financing offices (p. 124). Their business interests were diversified across all sectors of the 
economy. This cohesive elite centered in Lima favoured a small state with minimal intervention 
in the country’s economic planning (Pease-García & Romero-Sommer, 2013, p. 33).  

Fallout from the first industrial wave set the trend for what path dependence would take. 
Tariff raises at the beginning of the 1890s did not last; taxes to promote social services that would 
have expanded the domestic market were not considered, and the elite’s support for 
manufacturing faded away with the new wave of crisis and change of government by the turn of 
the 20th century (Thorp and Bertram, 1978, p. 115-116). The cycle ended officially by 1910 when 
the commodities-boom bubble burst (p. 126). The Peruvian economy reverted again to reliance 
on export commodities; persistent political crises prevented the state from growing sustainably 
and the export-oriented elite continued their control over state affairs without paying attention to 
manufacturing development.  

From the 1910s until the 1950s, the Peruvian state faced one of the longest periods of 
liberal retrenchment in its history, lasting until 1952 (Klaren, 1986; Thorp & Bertram, 1978). 
Despite some fiscal profligacy during the Leguía dictatorship from 1919 to 1930, the economic 
elite enjoyed a long period of tax-free revenues, little restriction on investment and above all, 
tight control over the labour force (Basadre, 1983, vol. 10). If anything, booming exports had 
given the oligarchic elite enough profit to diversify domestic production. Yet no significant 
investment in the manufacturing sector was made. Most factories and manufacturing facilities had 
already been set up during the 1890s boom (Thorp & Bertram, 1978). 
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The first wave of purposeful industrial policy 
The second window of opportunity to implement industrial policy arrived with the Great 

Depression. Peru, like many other countries in Latin America, experienced difficult years 
immediately following the 1929 market crash. The ensuing contraction of international 
commodity prices made manufactured imports scarce and expensive. José Luis Sánchez-Cerro’s 
right-wing nationalistic movement won the elections in 1931 with a promise to revitalize the 
economy (Pease & Romero, 2013, p. 99). Among his measures, Congress passed a law creating 
Banco Industrial (the Industrial Bank). This piece of legislation is key to understanding the 
thinking behind industrial promotion during those years (Law 7695, 1933): the bank should help 
manufacturers that can “technically and economically produce goods within the country” (Art. 1). 
Lawmakers envisioned the bank as a temporary institutional creation for 30 renewable years to 
boost manufacturing development (Art. 2). Funding for the bank could not be simpler. It was a 
public-private partnership where the state held the majority of shares and funded its operations 
with an additional 1% tax ad-valorem on all imported goods without any exceptions (Art. 9). 
Shares were divided into four classes: A for the Government; B, C and D for shares held by the 
private sector. Chambers of commerce controlled B shares. Banks should purchase C shares and 
the still-new National Society of Industries (SNI) was responsible for D shares (Art. 17).  

This first step in the industrial policy process set an important precedent, outlining the 
basic ingredients for future industrial policy interventions. Ideologically, it fitted elite preference 
for a minimal policy intervention. The only agency created was a bank with a single role, to 
provide cheap credit to current and future manufacturers. Tariff protection or quotas were not 
included in the policy package since the Bank itself had to be funded by taxing imports (Laws 
7695, 8579).  

Institutionally, a corporatist form of governance determined the operations of the Bank, 
making representatives of the most powerful productive sectors responsible for its administration 
alongside elected government officials and bureaucrats. Corporatism was not new in Peru. The 
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Peruvian Central Bank of Reserve (henceforth BCRP) functioned during the 1920s and 1930s 
providing the same privileges to the most important economic groups in Peruvian society. For 
example, the BCRP has two permanent representatives from the Banks and one from the 
chambers of commerce, another for the National Society of Industries (henceforth SNI) and a last 
one for the National Agrarian Society –SNA- (Memoria BCRP, 1945, p. 55). The newly created 
Industrial Bank only followed the same logic of governance through public-private arrangements, 
the preferred scheme to maintain cohesiveness of the economic elite centered in Lima. In fact, 
representatives to the BCRP and to the Industrial Bank’s Board of Directors belonged to the main 
economic groups in the country in the 1930 (Memorias BCRP, 1934-1945).  

These types of arrangements became consequential for future industrial policy initiatives 
because leading economic groups had interests in different sectors at the same time. So, it was not 
surprising that the first policy step specifically aimed at developing the Peruvian manufacturing 
sector evolved hand-in-hand with the Prado group’s ascendance to economic and political power. 
As the country’s foremost group during the early 20th century, the Prado group had investments in 
industry, banking and commercial import-export businesses (Portocarrero, 1986). The Prado 
Group (managed by Mariano Ignacio Prado) owned the leading textile factory in the country, 
Nacional de Tejidos Santa Catalina, founded during first industrialization wave of the 1890s. 
Even though the manufacturing sector was just one among many interests, public policy did 
increase their interest in starting new industries during the 1940s and 1950s. By the end of the 
1950s, the Prado group had created 13 textile industries and 14 manufacturing ventures in other 
areas, e.g., paper processing, food and beverages (Portocarrero, 1986, p. 131). This small 
digression about the Prado group is relevant because the brother of the heir of this group, Manuel 
Prado-Ugarteche, went on to exert extraordinary influence during the first wave of industrial 
policy. 

Manuel Prado became President and General Manager of the Peruvian Central Bank of 
Reserve just two years after the law created the Industrial Bank in 1934 (Memoria BCRP, 1934). 
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After two years of his tenure, the Industrial Bank was finally inaugurated and the conditions for 
its operation agreed upon with a meagre initial capital of 529,154 US dollars (Memoria BCRP, 
1936, p. 28, 34). Prado won the presidential elections in 1939 and, by the end of his tenure in 
1945, government commitments to the bank reached 2.7 million US dollars. In just five years, the 
initial commitment grew five times. (Memoria BCRP, 1945, p. 46). 

Creating the Bank would be the only purposeful industrial policy step before the first 
legal framework of the sector was approved in 1959, unsurprisingly, during the second Manuel 
Prado presidency. Thorp and Bertram (1978) acknowledged the extent to which even the 
Industrial Bank initiative went awry in terms of financial resources and leverage during the time 
when Prado was not in office from 1945 to 1956 (p. 261).  

Nevertheless, the preference for minimal state intervention was still in place. Beyond the 
Industrial Bank, Prado and his successors still maintained austere macroeconomic policies, 
including Peru’s long standing low tariff protection (Thorp & Bertram, 1978, p. 266). Structural 
conditions began to change in the mid-1950s. Investing in manufacturing grew steadily, 
especially in export-oriented manufacturing. Manufacturing had been gaining steam due to the 
rapid urbanization of metropolitan Lima and another wave of commodity-prices boom after the 
Second World War (Pease-García & Romero-Sommer, 2013; Thorp & Bertram, 1978, p. 257). 
Foreign investors and local elites increasingly diversified their portfolios by investing in 
manufacturing (pp. 262-264). This new wave of investment made manufacturing grew at an 
average pace of 8% a year, changing the dynamics in Lima’s contentious partisan politics. By the 
end of 1955, even the liberal Odría administration agreed to start discussing the first Industrial 
Promotion Law that was finally approved during the second Prado administration in 1959 
(Alberti, 1977, p. 33).  

Prado had another opportunity to promote industrialization in 1956 when he became 
President of Peru for the second time. The difference is that this was the first time that a political 
coalition supportive of industrial policies came to power (Alberti, 1977, p. 33). Ferner (1975) and 
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Durand (1982) argued that this mild change in favour of manufacturing development was in 
response to a change in the composition of Lima’s economic elite. Multiplying industrial 
investments, either for export or for domestic consumption, set the basis for a differentiated 
fraction of Lima’s elite during 1950. Contentious partisan politics continued to dominate the 
political scene, but the loose pact that Prado achieved with the most popular political party of 20th 
century Peru, APRA5, and the Odría party made possible a minimum consensus about 
industrialization policies (Stein, 1980; Bonilla & Drake, 1989, p. 16). 

During the 1950s, Law 13270 provided a sudden institutional framework to push for 
industrial development. For the first time, the state created two specific agencies to deal with 
issues of industrial development: the Institute for Industrial Promotion and the Institute for 
Technical Norms and Certification. The first institute was attached to the Directorate of 
Industries, inside the Ministry of Promotion and Public Works. Its mission was to produce 
studies, statistics and information about manufacturing development in Peru, including 
investment possibilities (Art. 14). The second institution, attached to Universidad Nacional de 
Ingeniería, was to establish standardized technical norms, certifications and registration of 
manufacturing products according to their proposed guidelines (Art. 13). However, the most 
significant innovation of this law was to create an Industrial Council, with a powerful role in 
determining future policies and initiatives to grow manufacturing and even resolve legal and 
technical matters of industrial protection such as tariffs and quotas (Law 13270, 1959, pp. 1-3).  

Councils like the one created by this Law of Industrial Promotion became a common way 
of managing contested public policy issues in Latin America. Industrial policy became an arena 
in which the state played the safe role of mediator between a business class, resentful of public 
intrusion, and an expanding civil society represented by unions and professional associations 
(Abugattás, Ames, & López, 1992; Durand, 2003, 1984; Schneider, 2012). As with the Industrial 
                                                      
5 The American Popular Revolutionary Alliance (APRA) was founded by Víctor Raúl Haya de la Torre in 1924 as a 
party for the masses, demanding redistributive policies for middle class, peasants and industrial workers alike. 



 76

Bank, this law designed a corporatist solution to the lack of political compromise amongst 
political parties and guaranteed a voice and a vote to all visible stakeholders in policies. In this 
particular case, the Industrial Council was designed to have six members from government and 
nine elected members from civil society, so members from society would always have a majority. 
Among the government members, only the Minister of Development and Public Works, as 
President of the Council, and the Prosecutor of the Supreme Court’s administrative division had 
any effective political power. On the other hand, the already powerful National Society of 
Industries had two seats. The Council alloted a seat to the following organizations: the Industrial 
Bank, the San Marcos University, the National Engineering University, the National Federation 
of Chemical Engineers, the National Federation of Lawyers, the National Society of Engineers 
and, interestingly enough, the newly created Military Academy for High-Ranking Officers, 
Centro de Altos Estudios Militares (henceforth CAEM). Being the first industrial promotion law, 
this inclusive participation in decision-making set a precedent for societal representation.  

To explain our dependent variable, industrial policy, positive economic growth in both, 
export commodities and manufactured goods, converged with the existence of economic actors 
interested in developing this sector of the economy. These actors passed a law and, with it, a new 
set of instruments and agencies specifically to help manufacturing development. 

Negotiation, coordination and agreement became keys to effectively implementing the 
1959 Law. And, undoubtedly, the 1960s witnessed the fastest expansion of industrial 
manufacturing in Peruvian history, producing rapid diversification of the economy and expanding 
manufacturing jobs like never before (Thorp & Bertram, 1978, p. 272). Manufacturing reached 
20% in the GDP after almost a decade averaging growth of 7.9% a year (Durand, 1982, p. 23).   

However, there were multiple downsides. The most important was the dependent 
character of this import-substitution effort. New industries resorted to importing capital goods 
and intermediate goods and became too dependent on foreign technology (Sheahan, 1999). In 
addition, the 1959 Law enticed more foreign multinationals rather than Peruvian companies into 
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investing in manufacturing. They were the ones mostly benefiting from incentives (Wils, 1979; 
Thorp, 1983; Fitzgerald, 1983). According to Thorp and Bertram (1978) by 1969, “foreign- 
controlled firms account for 80% of total industrial investment in Peru” (p. 409). During the 
decade following enactment of the law, 43 foreign-owned manufacturing facilities were installed 
to produce vehicles, engines and auto parts in Peru (CAN Industrial Balance, 1970). For such a 
small market, these efforts reached a dead-end by the end of the 1960s. They soon ran out of 
steam after ten years of failed market expansion (Wils, 1979). 

Furthermore, the new law evidenced the Peruvian state’s excessively limited capacity 
during the 1950s and 1960s. For instance, it took two years to set up the new agencies after the 
1959 Law mandated their creation. The Industrial Promotion Institute was only significant from 
1962 to 1968 and even then suffered extreme budget and personal constraints6. Neither former 
President José Bustamante nor President Manuel Prado managed to set up an institution that 
could effectively administer taxation, import duties, quotas and trade-related issues to get the 
country ready for the Industrial Promotion Law. As in past decades, the Minister of Finance 
single-handedly managed policies for manufacturing and trade (Sheahan, 1999). There was no 
Ministry of Industries during the 1960s. Thus, managing import controls and quotas became a 
nightmare for industrialists who needed intermediate inputs and other materials for production 
(Schydlowsky & Wicht, 1983; Wils, 1979). 

Nevertheless, this first wave of industrial policy left important legacies that mattered in 
the long-term policy process. Indeed, the idea that the state had a role in manufacturing 
development took off during the late 1950s and the decade immediately after Law 13270 was 
enacted, an important development in a country traditionally attached to laissez-faire economics 
(Durand, 1994; Pease-García, 1986; Thorp & Bertram, 1978). Most importantly, new actors 
                                                      
6 In a seminar held in 1967, José Lizárraga (1968), Director at the Institute of Industrial Promotion, described candidly 
how they lacked resources to conduct research. They had no laboratories or funds for in-site visits, only “calculators 
and typewriters to conduct economic studies” (p. 244). He listed 25 people working there, but only 11 experts or 
technical personnel. Nevertheless, he listed 48 studies conducted in four years. 
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joined in championing industrial policy aside from the economic elite with interests in the 
manufacturing sector: the middle classes and the military. The impressive expansion of State 
services and manufacturing jobs during the 1960s enlarged the ranks of middle-class 
professionals championing expansionary social and economic policies and rallying behind the 
presidential candidacy of Fernando Belaúnde-Terry (Pease-García & Romero, 2013, p. 192). The 
expanding state also promoted a different military institution during the 1960s. The so-called new 
professionalism in the military meant the armed forces became concerned not only with 
defending territorial integrity but also with the relationship between national security and 
economic development (North, 1983; Stepan, 2001). High-ranking military officials started to 
participate in debates about industrial policy at the same table alongside sector representatives 
after Law 13270 was enacted. This exposure provided them with first-hand information about the 
sector’s problems and prospects. 

This first wave of industrial policy carried institutional legacies from the past that became 
difficult to overcome in the following juncture. The most important was the corporatist character 
of economic and sectoral policy. Law 13270 repeated the governance provisions of Banco 
Industrial, including multiple stakeholders in the decision-making process. The law once again 
included the industrialists, the most important beneficiaries of the policy, and guaranteed the 
participatory character of industrial policy. Multiple stakeholders started to participate actively, 
not only in designing initiatives and incentives to manufacturing, but also addressing requests and 
determining penalties for specific cases and requests. It goes without saying that active 
participation became expected when discussing industrial sector policy. 

However, participation through corporatist arrangements was not widespread in other 
areas of government. The Ministry of Finance remained isolated from societal pressures during 
the 1960s. Thus, for much of Prado’s and Belaúnde’s administrations, the Ministry of Finance 
remained focused on liberal macroeconomic policy and austerity measures favouring mainly 
export-oriented interests (Thorp & Bertram, 1978, p. 284). Therefore, industrial policy always 
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depended on the extent to which the Ministry of Finance favoured demands from export-oriented 
elites, who wanted open markets and loose control of the exchange rate. Until the late 1960s, 
export interests almost always got their way in those power struggles (Thorp, 1983; Durand, 
1988). In great measure, this contradiction between liberal macroeconomic policy and pressure 
for industrial policy protection made the Law 13270 consensus short-lived. 

What is mostly overlooked in the literature on the long 1890-1968 industrial policy 
period is that Peru was among the first countries to create public institutions to finance specific 
productive sectors. Banco Industrial was the first supporting manufacturing development but also 
Banco Agrícola (for agricultural development) and Banco Minero (to support the burgeoning 
mining sector) followed the same path. However, the state’s institutional capacity to support such 
efforts was extremely weak. The law creating Banco Industrial was approved in 1932, but the 
Bank was not actually created until 1936, and funding only materialized for the first time during 
the first Prado administration in 1940 (Memoria BCRP, 1940).  

His successor, President José Bustamante, poured resources  again into the Bank, but 
after damning accusations of squandering public money surfaced, the coup d’êtat staged by 
General Odría immediately changed course. Odría kept the Bank’s funding at a minimum until 
1955 (Bertram & Thorp, 1978). The on-and-off history of the Industrial Bank became a signal of 
what to expect from the weak state agencies created to support manufacturing development. By 
the end of a decade of military rule in the 1970s, Banco Industrial was a ghost entity within the 
Peruvian state conglomerate and later was easy prey for neoliberal reformers, eager to dismantle 
failed state entities. This finally happened in the spree of Law-Decrees following President 
Fujimori’s coup d’êtat in 1992 (Decreto-Ley 25478). In any event, Banco Industrial was the only 
beacon of industrial policy for more than 30 years before any ISI law was approved. 
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The Velasco Alvarado experiment 
It is very difficult to summarize the complex character of the military regime that took 

power on October 3rd 1968, led by the then Commander in Chief of the Armed Forces, Juan 
Velasco-Alvarado. This administration has been portrayed in numerous scholarly accounts as the 
“Peruvian Experiment”, as Abraham Lowenthal aptly named it7. Indeed, military rule under 
General Velasco became a watershed moment in Peruvian history for various reasons. The most 
important virtue attributed to this period is to have ended the oligarchical state. Comprehensive 
land reform, absolute autonomy in economic policy-making, nationalization of major production 
enterprises in petroleum, mining, and fish processing and redistributive labour reforms were 
among the sweeping measures that made Velasco’s administration unprecedented (Pease-García, 
1986; Quijano, 1971, Cotler, 1978, Durand, 1982).  

However, industrial policy is really where he left the most important legacy. This is the 
only time when Peru experienced a fully-fledged nationalistic ISI policy. And it undeniably 
constitutes the most important critical juncture in industrial policy evolution. The Velasco 
experiment was rooted in the idea that only an industrialization breakthrough could overcome 
underdevelopment and backwardness in Peru. ISI meant everything to Velasco. It was an 
instrument for class reform, a modernization tool and an autonomous development path for Peru 
(Quijano, 1971). He believed that the oligarchy and their international partners, the multinational 
companies, were the real problem preventing Peruvian development8. Velasco was also heavily 
influenced by dependency theories he learned through ECLAC instructors during these years at 

                                                      
7 The “Peruvian Experiment” label was coined by Abraham Lowenthal first in 1973 when he – along with other 
scholars – published an edited volume about Peru’s revolutionary changes. He followed up the same idea with a second 
take, The Peruvian experiment revisited, published in 1978 when “the experiment” had already finished. In any event, 
the Velasco Alvarado revolution has been thoroughly studied. Among the many scholarly accounts of this period, it is 
important to note the works of Henry Pease García (1986), Julio Cotler (1978), Luis Pásara (1983; 1977), Giorgio 
Alberti (1977) and Francisco Durand (1982) specifically about industrial policy and national bourgeoisie in Peru 
among others. Internationally, Abraham Lowenthal (1983; 1973), Rose Marie Thorp (1983; 1973), David Collier 
(1976), Cynthia McClintok (1983), Liisa North (1983) and John Sheahan (1999) have made important contributions. 
8 Personally, Velasco-Alvarado was not a leftist, however. If anything, he was a nationalist and a true believer in social 
progress and equity for all. His motto was “neither capitalism nor socialism, but Peruvian developmentalism” (Velasco, 
1970 cited by Pease García, 1986. p. 184). 
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the Centre for Higher Military Studies (Barandiaran, personal communication, 2013) 9. During the 
1950s, Centro de Altos Estudios Nacionales (CAEN) became the think-tank for high-ranking 
officers of the Peruvian military (Stepan, 1983). Starting in the 1950s, CAEN recruited ECLAC 
consultants and thinkers to train their personnel. The new generation of high-ranking Army 
officers were all trained in structuralism and dependence theory (North, 1983). The nationalistic 
spirit among officers went hand-in-hand with the idea of ending the oligarchical State (Dubois-
Gervasi, personal communication, 2013) 10. The tipping-point that moved the Armed Forces to 
stage the 1968 coup d’etat was the decision to extend the International Petroleum Company (IPC) 
contract. In the eyes of the military, this constituted the economic elite’s ultimate betrayal of their 
country by conniving once again with foreign interests (García & Romero-Sommer, 2013; Iguíñiz 
& Montes, 1990). 
 Nevertheless, the military’s grievances against the political class and their persistent 
resistance to structural economic reforms began festering in the late 1950s. They felt that even the 
moderate reformist Manuel Prado and his succesor, José Bustamante, had succumbed to the 
pressure of conservative forces led by Manuel Odría, and even populist ones, led by APRA leader 
Víctor Raúl Haya de la Torre to guarantee stability. Military grievances against the political class 
finally broke out under President Fernando Belaúnde. In their eyes, the President abandoned his 
ambitious reformist program of land reform and industrialization in favour of traditional export-
oriented elites and international firms such as IPC and Cerro de Pasco Copper Corporation11. 
 The Armed Forces revolution led by Velasco benefited from a confluence of auspicious 
circumstances to kick off the industrialization effort. Middle classes and societal forces exerted 
                                                      
9 Luis Barandiaran Pagador was the first Director of Industry under General Velasco Alvarado’s military government 
and later his negotiator assigned to the Andean Pact and Velasco’s personal friend. 
10 Jorge Dubois Gervasi was Minister of Industry and Integration under the military rule. 
11 Military grievances against the political class escalated at the end of the second Prado administration when his 
alliance with oligarchical political parties such as UNO from former president Odría and APRA, led by Haya de la 
Torre, did not manage to implement substantive reforms to prevent social and labour unrest. The military as a class 
staged a first coup d’état to restore order in 1962, when obscure political manoeuvres after the presidential elections of 
that year enabled the same coalition of UNO and APRA to capture the Presidency. They stayed in power only for year, 
to supervise an electoral process that would produce results according to their expectations of leadership towards the 
country’s broad social and economic reform (Stein, 1980; Parodi, 2013, p. 74-76). 



 82

pressure to expand the state’s role, and industrialization was seen as the best way to expand 
employment and social services (Parker, 1998; Alberti, 1977). A commodity boom during the 
1960s expanded the domestic market. The rising demand for Peruvian export commodities 
increased their prices and yielded excess liquidity to the Peruvian economy (Thorp & Bertram, 
1978; Fitzgerald, 1983). The international context also favoured an expanded state role in the 
economy. In developed and developing countries alike, protectionism prevailed after its success 
during World War II and its immediate aftermath (Stewart, 2005). Initially, the Peruvian military 
was not perceived internationally as a left-leaning institution and the United States was more 
concerned with the recently elected socialist Salvador Allende, as President of Chile 
(McClintock, 1983).  

If any policy was clear in the technocratic and militaristic vision of the Velasco Alvarado 
regime, it was industrial policy (Pease-García, 1986; Alberti, 1977). The idea was to go beyond 
import-substitution industrialization to produce advanced capital goods. Their goal was to 
transition rapidly to produce highly advanced capital goods using state-owned enterprises (SOEs). 
Among their stated preferences were processing machinery for mining: cars, especially trucks, 
chemical and steel processing plants (Alberti, 1977). Therefore, they planned not only to correct 
and enhance the smooth reforms made under the Prado administration in the late 1950s, but to put 
the state as a whole at the service of industrialization, assuming leadership if necessary, if the 
private sector refused to do so (Barandiaran, personal communication, 2013). This aspect is 
particularly important since Velasco was never conciliatory with the private sector or 
industrialists. He urged them to invest in manufacturing as a matter of national duty. 

Because of this moral high ground regarding business responsibilities to the Peruvian 
State, Velasco never hesitated to seize a company or exile an industrialist or business leader who 
opposed his policies. At the same time, his policies’ nationalistic tendencies meant that foreign 
companies or investments were not welcome, unless Peru needed some specific technology 
transfer. Overall, Velasco’s industrial policy was imposed top-down without any consultation 
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whatsoever with the private sector or the industrialists as a class. His industrial policy 
intervention became ambitious and comprehensive in scope, but also forceful, dramatic and 
authoritarian. Without a doubt, the Velasco period became a critical juncture like none other in 
Peru’s history of industrial policy. 

 
Policy instruments 
Here is a review of the main features and instruments of Velasco's industrial policy 

intervention from 1968 to 1975. The foundational piece is Law 18350, which replaced Law 
13270, approved by the democratically elected Government in 1959.  

Legal framework. The officially named “General Industrial Law: more nationalist, more 
humane industry for all Peruvians” was popularly known as “18350”, its number in the official 
record (El Peruano, July 27, 1970). This Law set up the institutional framework for the “Peruvian 
Experiment” through three instruments: tariffs (either protection or exemption from import 
duties), cheap credit, and mandatory redistribution of ownership. Industrialists considered this last 
rule draconian, against their capitalist property-rights mindset. The controversial “Title VIII: 
Industrial Community” mandated that industrialists transfer 15 percent of their annual profits to 
their workers who (in turn) should obligatorily invest in the company, buying up to 50% of the 
total company stock. In other words, the Law envisioned a progressive transfer of company 
ownership to its workers, until they effectively owned half of it. It also called for workers’ 
representatives to sit on the company’s board of directors to defend their interests. Furthermore, 
foreign companies were obliged to sign contracts with the State and transfer at least 50 percent of 
their shares to Peruvian nationals (Ley de Industrias, Title VIII, Art. 25-30, 1971). With an 
economy so dependent on foreign direct investment, the Law amounted to a sudden across-the-
board nationalization. 

The Industrial Law also featured a priority list of industries, which were – in the military 
rulers’ eyes – in Peru’s best interests to promote. The so-called “Basic Industries” were those 
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producing basic materials for other industries. The following industries were listed in the Law as 
priorities in the basic-industries category: metalworking factories, steel mills and steel processing, 
chemical substances, cement, different types of engines, pulp and paper mills, centrifugal 
engines, diesel engines, steam-powered engines. The Law granted this tier of industries the 
maximum tariff protection, as well as the maximum possible tariff exemption for imported raw 
materials, basic inputs and access to technology. Even public loan allocation focused on Basic or 
First-Priority industries (Ley de Industrias, Part V). ‘Basic Industries’ became synonymous with 
public-sector profligacy, envisioned by illuminated government technocrats (Barandiarán; Dubois 
Gervasi, personal communication, 2013). This industrial classification also became an easy 
justification for discretionary public decisions that were not openly debated.  

Tariffs. The main policy change under Velasco was a comprehensive import restriction 
on consumer goods by high tariff rates. From enactment of the Law until 1975, the average 
effective tariff ranged from 300-400%. The list of banned imported articles jumped from 300 to 
14,000. Average tariff rates increased from around 12% during the early 1960s to 62% in 1968 
and even 80% in 1973 during the heyday of Velasco’s intervention (Paredes, 1994, p. 219). For 
most of Velasco’s tenure, tariffs were the most important policy instrument to promote ISI. 

Credit. Central decisions in this area included reviving Banco Industrial and creating a 
new, larger public financial corporation to serve large manufacturing ventures, the Finance 
Corporation for Development (COFIDE) in March 1972 (Ley 19322). Among the most important 
initiatives to boost Banco Industrial was to staff it with the best technocrats. Most senior 
appointees had international training or studies abroad, since they also had to provide technical 
assistance for new ISI ventures (Palomino, 2013).12  

COFIDE, on the other hand, had a mandate to channel international resources into top 
Peruvian industrial priorities and to work as an investment or second-tier bank. This a type of 

                                                      
12 José Palomino, former Banco Industrial General Manager for most of the 1970s. 
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bank that lends to financial intermediaries rather than directly to firms (Slava, Maffioli & 
Meléndez, 2012, p. 2). COFIDE was the sister institution to CFN in Ecuador, both with a similar 
mandate. The creation of COFIDE in 1971 responded to the need to energize large operations in 
public and private enterprises since there was no domestic credit for risky ventures or long-term 
projects (Romero, personal communication, 2013) .13 

Institutional structure. Before Velasco, there was never a Ministry in charge of 
Industries. The Ministry of Finance was usually in charge of macroeconomic policies relevant to 
the sector’s development. The military inaugurated the first Ministry of Industry, Tourism and 
Regional Integration in 1969. Velasco had three different ministers in charge of Industries during 
his six-year tenure. The most influential was Admiral Alberto Jiménez de Lucio, who served for 
the longest term as minister, following implementation of the law. He had a sustained – albeit 
authoritarian – role within the sector (Pease-García, 1986, p. 127).  

The institutional framework supporting industrial policies witnessed the creation of many 
agencies and SOEs during the 1968-1975 period under Velasco’s rule. Figure 4.1 below is an 
attempt to summarize the complexity. For starters, decision-making power over industrial policies 
was centralized in the figure of President Velasco. The Institute of Planning (INP), created in 
1962 by the military coup, was the only knowledge-supporting body. Policy design and control 
over the decision-making process resided in the Comité de Asesoramiento de la Presidencia 
(COAP), the Presidential Advisory Board, which would play a crucial role in guaranteeing the 
Presidency’s autonomy from interest groups and external lobbying (Cleaves & Pease-García, 
1983, p. 222).  

                                                      
13 Manuel Romero was COFIDE’s General Manager during the 1970s. 
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Figure 0.1 Institutional framework 1970-197914 
 

Banco Industrial 
COFIDE 

BCRP 

MITI 

Velasco  
COAP 

ITINTEC 

SIDERPERU and other industrial SOEs 

Private banks 

FOF
IFE

I, F
EN

T, F
OP

E, 
FOD

EM
 

National Society of Industries (SNI)  

INP 

SENATI 

M. Finance 

Policy decision- makers Key pol icy implementers  Agencies within 
the system 

Legally binding 
relationship 

Informal relationship  
The COAP also controlled implementation of decisions over ministries such as Finance 

and Industries and Integration. The Ministry of Finance – in turn – had the responsibility to 
coordinate with the Banco Central de Reserva del Peru (BCRP) which managed funds such as 
FOFIFEI, FENT, FOPE, FODEM, to provide credit to manufacturing industries through 
COFIDE, Banco Industrial and also private banks. The Ministry of Industries (MITI) was in 
charge of overseeing the Institute for research, technology transfer and technical standards 
(ITINTEC), and the Service for Industrial Job Training (SENATI), previously coordinated by the 
Society of Industries (SNI). The numerous SOEs created during Velasco’s administration were 
loosely coordinated by MITI, but mostly were autonomously managed. Among the most 
important SOEs were: INDUPERU, SIDERPERU, SIMA Perú, CENTROMIN and Pesca Perú. 

                                                      
14 This organizational chart was designed using information from Laws 18350, 17525. In addition to appraisals about 
the hierarchical flow from Pease-García (1986). Its interpretation is the author’s responsibility. 
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If the political context was so propitious, then what went wrong with the ISI experiment 
in Peru? Thorp and Bertram (1978b) along with Cotler and Lowenthal (1973) pointed to the 
structural reasons for disaster. Velasco’s policies could only have succeeded by changing the 
uneven relationship between the modern export-oriented economy and the poor traditional sector, 
in the cities and rural areas. Moreover, the Velasco regime should had transferred massive 
amounts of resources from the modern sector to the traditional one to empower different 
stakeholders who could also have pushed the change from below. As with any late industrializer, 
this resource transfer was key to create a minimal domestic market that could sustain ISI in the 
long run (Gerschenkron, 1962). This requisite never materialized, not even Velasco’s re-
distributional goal. What is more, Velasco’s industrial policy demanded so many resources, that 
even a prolonged boom would not have provided enough funding to cope with them. 

This thesis contends that there is an additional and powerful reason: the complete absence 
of participation, much less any minimal consensus around policy design and implementation. As 
Haussman, Rodrik and Sabel (2008) stated, industrial policy is more about the process than the 
goal itself and the creation of trust is – perhaps – the most important element of success (p. 4). 
Velasco’s ISI project was always imposed from above. The COAP decided most of the issues, 
and its members were high-ranking military personnel who answered only to Velasco 
(McClintock, 1983). Decisions were so closely guarded that even some ministers learned about 
new policies just after they were officially enacted (Cleaves & Pease-García, 1983, p. 222). 
Velasco achieved more than any other head of state in Peru when it came to dismantling the 
monopoly of power that the traditional oligarchy held over the economy. He saw no reason to 
grant elites any access (Pease-García, 1986).  

From the industrialists’ point of view, the concept of Industrial Community represented a 
violation of their basic property rights over their manufacturing investments. The generous 
incentives provided by Law 18350 were not enough to offset their losses in patrimony and profits. 
Moreover, the massive expropriations that ensued after the law only proved them right. As a 



 88

result, the main beneficiaries of these policies, the industrialists and their trade association, the 
National Society for Industries, forcefully opposed these initiatives. Their opposition exasperated 
Velasco who, in turn, not only denied official status to the SNI but also exiled its president, 
Raymundo Duharte, in 1973. In defiance to SNI’s boycott, Velasco decided to close ranks with 
industrialists who sided with his brand of intervention, such as Alejandro Taibini and Samuel 
Drassinower, who divided the SNI and formed the National Association of Exporters (ADEX) to 
represent this line of interests (Durand, 1982, p. 57-64; Alberti, 1977). Velasco ended up 
alienating the main beneficiaries of his industrial policies. 

Velasco’s political option to sustain ISI policies was rallying industrial workers and 
social movements to his side. However, his approach to civil-society participation was co-
optation and control. Through a new agency called the National Secretariat of Social Movements 
(SINAMOS), the military reorganized workers, peasants and newly-created industrial 
communities. In the absence of any real mechanisms of participation, however, SINAMOS was 
denounced and rejected by its main beneficiaries by 1975 (McClintock, 1983, p. 290).  
 

An ephemeral achievement 
The initial ISI impulse to manufacturing rapidly faded away when the commodity boom 

started to decline. Industries working for the domestic market, such as textiles and food 
processing, kept using the benefits of protection without reinvesting or even upgrading their 
technological capabilities  (Alberti, Santistevan, & Pasara, 1977). Economies of scale never 
materialized because state enterprises could not provide adequate inputs and raw materials to 
replace the imported ones. The Andean Pact, a regional integration project to create a common 
market among the countries of Venezuela, Colombia, Ecuador, Peru and Bolivia, did not move 
faster to create an extended market for Peruvian products. Finally, the industrial-community 
mandate gave industrialists reasons to halt investment and diversification of the economy. At the 
end of Velasco’s tenure, the private sector had increased total investments in the economy by 
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only five percent while government investments increased by 23% (Bertram & Thorp, 1978, 
Pease, 2013, 265). The country borrowed heavily to maintain incentives (p. 309). By the end of 
Velasco’s tenure, manufacturing as a percentage of GDP reached 18.3%, just one percent higher 
than it was 15 years before, when the first industrial law was enacted (Statistics BCRP, 2015).  

Thus, when the 1975 counter-coup d’état by General Francisco Morales Bermúdez took 
place, the mood to continue with the same scheme of industrial policy had already been 
exhausted. However, Morales decided not to alienate his fellow military authorities by 
dismantling all the policy instruments at once that were already in place. He opted for piecemeal 
adjustments. For example, Morales reduced the maximum effective tariff to just 60%, a record 
low that mostly bought him time to stop the rising tide of business demands and outrage against 
his regime (Pease-García, 1986; Durand, 1982). 
 
Ecuador: a history of embedded protectionism 

The best account to date of the origins of the first wave of industrialization in Ecuador 
can be found in Manuel Chiriboga’s (2013) seminal work, Jornaleros, grandes propietarios y 
exportación cacaotera 1790-1925. According to Chiriboga, the first industrial investments went 
hand in hand with the cocoa boom from 1890 to 1919, thanks to three elements: the excess 
surplus flowing into the economy, the sudden scarcity of foreign manufactured goods on 
international markets and purposeful protectionist measures by the state (p. 309). Similarly to 
what happened in Peru, a combination of positive incentives from abroad paved the way for this 
development. But unlike Peru, Ecuador did provide early state protection to boost the first 
modern manufacturing investments and, by doing so, kickstarted its industrial policy timeline 
much earlier than his southern neighbour. 

The single most important manufacturing industry dating from the colonial period in 
Ecuador was the textile industry. The industry began in artisanal shops called obrajes, in the 
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Ecuadorian Andes (Palomeque, 1990). Advocacy for protectionist industrial policy dated back to 
the late 1880s (Freile Donoso, 2013). Consistent with the deep regional cleavages between the 
Coast and the Highlands, both regions advocated for it independently. When the Liberal 
Revolution seized power in 1895, its leader, Eloy Alfaro, even called for an industrial protection 
law in his first address as president (Quintero, 1981, p. 151). He wanted to reduce – at least in 
part – the excessive market constraints in place during this era (Ayala Mora, 1988). Thus, the first 
industrial protection law was enacted in 1906. What few knew at the time is that its final wording 
was almost an exact reproduction of the law proposed by the Guayaquil Chamber of Commerce 
in 1904 (Fischer, 1983, p. 44).  

The Industrial Promotion Law of 1906 became the foundation of industrial policy in 
Ecuador. This law laid the groundwork for all future reforms to provide protection to 
manufacturing. Article 9 granted rights to maintain the levels of protection and additional charges 
for imports that were substituted for within the country. Moreover, Article 10 established that the 
same 10-year benefit would be applied to any manufacturing industry established in the country 
aiming to replace imports. Articles 12 and 13 granted full permission to import and reduced 
charges for raw materials and basic goods for manufacturing purposes. Even more, Article 14 
limited the amount of national and municipal taxes that a manufacturing industry would be 
charged if they faced competition from abroad. In all cases, the timeframe for the benefits granted 
was ten years (Supreme Decree, June 26, 1906, reproduced in Luna, 2013, pp. 82-84). 
Unmistakably, the law was extremely generous and forward-looking for its time in the context of 
an enclave economy.  

Authors such as Chiriboga (2013), Torres (2012) and Fischer (1983) have pointed out 
that this law was not meant to protect manufacturing in particular, but “industry” understood as 
the totality of the productive sector, and therefore have dismissed its importance. Sabine Fischer 
(1983) goes so far as to argue that “according to our hypothesis, this law did not achieve and did 
not even try to protect infant industry effectively, much less the sugar industry, which was 
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excluded from the law” (p. 45). She grounded her assertions in two essential facts. First, the 
export-oriented elite, who purportedly did not want competing poles of capital accumulation, 
wrote the law and; second, imports did not vary significantly during those years. She considers 
the true first law of industrial protection to be the one enacted in 1921, but only because a policy 
of currency devaluation and domestic inflation reinforced its effects immediately. 

Nonetheless, a detailed analysis of the two laws reveals a different reality. For one thing, 
the 1921 law did not differ considerably from the one of 1906. It just reinforced existing benefits 
with the sole difference that, this time, the sugar industry was included. Second, the same 
political actors who drafted the first one were also in charge of enacting the second one. 
Commercial enterprises in the Coastal region and early manufacturers in the Highlands alike 
praised and used this law to their advantage. Third, the data clearly show that the 1906 law did 
have a direct effect, at least during the cocoa boom (Chiriboga, 2013; Salvador, 1972). 
Manufacturing ventures – even small ones – started to grow after the law was enacted, and twice 
as much after the 1909 cocoa boom started. From 1906 to 1922, 41 manufacturing industries 
including 14 sugar mills – the most important industry during that decade – were founded in the 
Coastal region (Guerrero, 1978, p. 28). Chiriboga (2013) found even more impressive numbers. 
He counted 32 companies classified as industries in 1904, whereas by 1920, the numbers more 
than doubled to 76 (p. 312). On top of the protections offered by the Law, the cocoa boom 
provided an opportunity for the manufacturing industry by expanding the consumer goods market 
in the main cities of Quito and Guayaquil.  

Having infant industry protection and state sponsorship at their disposal, the most 
challenging puzzle for scholars is to understand why the cocoa exporters, the so-called Gran 
Cacaos, never diversified into cocoa industrialization during this period, despite having 
everything in their hands to do it. They enjoyed infant industry protection since 1906; the 
financial resources from the incredibly high prices of their export; and even the connections to 
buy technical expertise and machinery to venture into chocolate manufacturing for the world 
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market they had already opened. Conaghan (1983) correctly pointed out that “the spin-off effects 
of cacao production were minimal. It did not trigger the development of related activities in 
processing inputs” (p.  48). Chiriboga (personal communication, 2014) asserted that the cocoa 
businessmen largely preferred investments in finance and even bond speculation on international 
markets rather than manufacturing investment. However, Velasco (1980) offered the best 
explanation, all about economic incentives: “it was very difficult for any industrial venture to 
compete with the astonishing margins of return that exporting commodities were funneling to the 
elites.” The cocoa plantations reached a 220% margin rates during the boom, with lows of 40% in 
the less advanced estates (p. 174). 

The cocoa boom ended by 1919. In July 1925, a coup d’état staged by young military 
officers deposed President Gonzalo Córdova, ending Guayaquil’s plutocratic control over the 
economy. The so-called Juliana Revolution (because it happened in July) swiftly replaced the 
protectionist laws of 1906 and 1921 with an improved “law to protect national industry” just four 
months after seizing power by the end of 1925 (Torres, 2012). Only this time, industrialists from 
the Highlands took the lead. A prominent figure of this revolution was Luis Napoleón Dillon, an 
important textile industrialist. He took the lead in running the economy as finance minister and 
drafted the “new and improved” protective law (Dillon, 1976). 15 This third law topped up the 
benefits for national industry, giving industrialists the benefit of protection from imports through 
tariffs and quotas. With this law in hand, they could ask for full import bans for any products 
produced in the country. Outright bans on imports of basic manufactures produced in the country, 
specifically flour and textiles, major Highlands manufactures, also became part of the package. 
Thus, the law inevitably pitted the two regions – Coast and Highlands – against each other, since 
the ban directly affected pasta processing and confectionery industries established on the Coast. 

                                                      
15 The 1925 law introduced priority lists of imports classified as A, B and C, an instrument handily used by 
manufacturers to obtain tariff reductions and import restrictions.  
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To sum up, three consecutive laws maintained the level of protection at 100% of the 
value of goods manufactured in the country. Benefits even scaled up after the 1921 and the 1925 
laws, because expansionary monetary policy first depreciated the value of the dollar, making 
imports artificially expensive for the domestic market (Drake, 1989, p. 129). Later, Dillon kept 
tight control over the exchange rate, which helped manufacturers import raw materials, 
machinery, and capital goods (Fischer, 1983). Thus, industries substituting for imports started to 
boom. Many industrialists took advantage of the benefits to import machinery duty-free, 
especially textile manufacturers and sugar mills (Jijón y Caamaño, 2013; Guerrero, 1979). Jijón y 
Caamaño (2013) recounted how the country went from four textile plants in 1895 to 11 in 1926 
(p. 107). The expansion of manufacturing was even more notable after the 1925 reforms when 
numerous immigrants started to compete with the traditional textile manufacturers, taking 
advantage of the benefits of duty-free imports of capital goods. By 1931, the Great Depression 
brought the generous incentives to a halt (Chiriboga, 2013, p. 320). Nevertheless, the 1925 law 
remained in place. The state still allocated tariff exemptions and quotas upon request from 
different interest groups, the most important being the sugar industry.16 
 Why weren’t these laws enough to spur manufacturing development? Were they having 
any impact at all? The unresolved structural problem of the era was the limited domestic market 
where the majority of consumers were not free.17 Multiple laws attached indigenous peoples, 
peasants and common people to haciendas in the Highlands or plantations in the Coastal region, 
so industrial development lacked the capacity of expansion. Conaghan (1983) discussed this 
issue, but most scholars have dismissed this problem by arguing that manufacturing could also 
                                                      
16 Price fixing and subsidies for the sugar industry were among the most stubborn legacies of embedded protectionism, 
creating distortions in backward and forward linkages for sugar, confections and –above all– for the chocolate industry. 
An arrangement was reached in 1947 after years of cartel behaviour among the big two sugar corporations– Valdez and 
San Carlos– both of which refused to increase production, knowingly provoking scarcity and speculation. The 
government of Velasco Ibarra agreed to fix the price and intervene to stop a price spiral and to boost national 
production (Fischer, 1983). The government could never cancel this decision and the subsidy existed until 2015. 
17 There were strict laws preventing peasants, labourers and indigenous peoples without land from traveling between 
cities and even across regions. They had to buy only what their masters or employers sold them. Employers usually set 
prices as they pleased (Chiriboga, 2013). 



 94

resort to international markets and consumers.18 However, international expansion was never on 
the public or private agenda at this early stage. Even when discussions about industrial policy 
included what was happening in other parts of Latin America, the economy’s structure did not 
move along with such visionary industrial protection laws. 19  

Fischer (1983) suggested that the 1925 law did not have any real impact since the 
structure of imports did not change. However, the number of manufacturing facilities was 
multiplying. By the end of the 1920s, Ecuador had 132 manufacturing enterprises (Ayala, 1986). 
Since the first law, incentives favoured capital-intensive industries, where investment in 
machinery was cheaper than expanding manufacturing employment. Moreover, new 
manufacturing industries were looking to serve the same consumers who were already buying 
imported goods, this is, a small section of the population. According to Quintero & Silva (1991) 
less than 22% of the population of roughly three million people before 1930 could afford 
manufactured consumer goods (p. 264). It is clear that manufacturing expansion did not rely on 
expanding the domestic market from the very beginning.  

In terms of state-building, the laws by themselves did not guarantee institutional support 
from the state, which was almost non-existent at the time of the Liberal Revolution. Serious state-
building began with Juliana Revolution in 1925. Its leaders created institutions to regulate the 
economy, such as the Central Bank and a strengthened Ministry of Finance. General Alberto 
Enríquez Gallo added complexity to this set of institutions by creating the Monetary Board in 
1937, a corporatist arrangement whereby representatives from the national chambers of 
agriculture, industry and commerce sent their representatives to collectively discuss economic 

                                                      
18 This is the case with Hidrobo (1992), Torres (2012), Luna (2013) and especially Fischer (1983). 
19 Recently released official publications show that industrial protection policies – even ISI specifically – were being 
discussed by industrialists, business people and members of the economic and political elite as early as the 1920s. 
However, labour policies and even freedom of mobility for indigenous peoples, peasants and poor labourers were 
absent from policy decision-making (Luna, 2013). 



 95

policy. 20 Most of the time, the Board reflected regional cleavages, appointing one member for 
each regional chamber instead of one for each sector. State-building started strong in the 
economic areas, so much so that, by 1937, the Ecuadorian state presented a plan of industrial 
promotion (Ministry of Provisions and Industry, 1936). 

Notwithstanding the crisis of the 1930s, there were significant changes to the industrial 
policy process. The first and most important was the state-led organization of the chambers of 
industry. The Ministry of Procurement and Industries, and more specifically its Department of 
Industries, led by José Luis González, pushed the idea that industrial development would benefit 
from separating traditional peak business associations into different trade interests. His main goal 
was to divide manufacturing from commercial and agricultural interests to create a conscious 
industrial bourgeoisie capable of discussing policies with the state solely for the benefit of their 
own sector (Luna, 2013, p. 285). Industrialists did so only begrudgingly and against their will in 
1936, stating at all times that “we do not understand why the government wants to divide us into 
the three most important contributors to production when we comprise one single actor” (Luna, 
2013, p. 46). No description could be more accurate about the character of the economic elite 
since the cleavages were regional, not sectoral. The fragmented nature of the economic elites in 
Ecuador, with the Coastal and Highlands Chambers in constant conflict, found in the first 
industrial laws the only way to guarantee state protection for their domestic investments. These 
laws became written promises reflecting their minimal common interests when there was little if 
any trust among them. This cleavage, persistent throughout Ecuadorian history, would have 
lasting impacts on industrial policy. 

 

                                                      
20 The history of Junta Monetaria (Monetary Commission) started with General Enríquez-Gallo. However, this form of 
corporatist participation in the policy process was officially institutionalized during the Galo Plaza administration in 
1948, after an IMF analysis and recommendation (Hanson, 1972, p. 308). 



 96

The 1950s: a new beginning for ISI 
President Galo Plaza (1948-1952) led the new era of ISI policies. He invited international 

participation to design policies as never before. For starters, his administration created a link with 
the United States, unknown to the Ecuadorian political landscape until then. After taking office in 
1948, Plaza invited the Rockefeller Foundation to provide an assessment of Ecuador’s 
competitive advantages and productive capabilities. With the cocoa and rice booms over, Plaza 
was looking desperately for new possibilities to promote economic development. It was the 
Rockefeller think-tank that recommended banana production to export to international markets 
(US State Department, 1951, p. 1394-1414). 

More importantly for Ecuadorian industrial policy prospects, Plaza used his influence in 
Washington to attract Chapter Four development aid (US State Department, 1951, p. 822-855). 
Chapter Four, better known as Point Four, became part of President Truman’s initiatives for 
development aid after the Second World War. As a second tier to the Marshall Plan, Point Four 
targeted developing countries to promote industrial development, agricultural modernization and 
better trade (Truman Library, 2014). Contrary to historical assertions about Point Four (Achig, 
2013), the goal was not to keep any country in enclave economies but to diversify existing 
exports and create manufacturing capacity to show capitalism and free enterprise at work and 
therefore, prevent the spread of communist ideas (Point Four, 1954). The United States was 
already a powerful manufacturing exporter. It was in their best interest to create new 
manufacturing centres to supply the rising world consumption needs. Moreover, the US was more 
interested in having new markets for its own agricultural exports and cutting-edge industrial 
processes (US Department of State, 1948).  
 Thus, US intervention aligned perfectly with the agreement signed the same year with the 
Economic Commission for Latin America (ECLAC), for advisory assistance in planning, 
productivity, and industrial production. This connection is usually overlooked when historically 
analyzing events (ECLAC, 1954). Even so, it became particularly important in the future of 
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industrial policy, since both institutions – Point Four and ECLAC – played a central role in 
advising the founders of new ISI initiatives for at least two more decades. 

It is important to stress that Ecuador was an outlier when it came to foreign investment in 
Latin America. Nationals owned and controlled most production, including staple commodities 
underlying consecutive booms. International investment was scattered and not meaningful for the 
nation as a whole. Fernando Velasco (1980) noted that foreign direct investment account for no 
more than 1.5% of the total private investment pool. International investments only started to gain 
momentum after intense lobbying with US authorities during the 1960s either through goodwill 
interventions by Galo Plaza – then former president of Ecuador – or through the incredibly active 
Ecuadorian ambassador in Washington, José Ricardo Chiriboga Villagómez (US Department of 
State Diplomatic Documents, 1951-1956). Still, this flow of money was directed only at oil, 
mining and targeted export-oriented agriculture. 

The Point Four agreement with Ecuador was signed in May 1951. It started providing 
technical assistance for the Manta-Quevedo highway and modernizing rice production (US 
Diplomatic Documents, 1951, 1952). However, it also facilitated the creation of Junta Nacional 
de Planificación (JUNAPLA) the first central planning body of the country. However, the high 
point of this cooperation was designing and implementing an agency in charge of promoting 
industrial development and new manufacturing ventures, the Centro de Estudios del Desarrollo 
(CENDES). Evidence of the importance of American influence at the initial stages of industrial 
policy design during the 1950s is present in the numerous JUNAPLA reports (JUNAPLA, 1958, 
1964, 1972). Moreover, the 1963 Industrial Law signed by the Military Junta established that the 
Council for Industrial Policy would include a representative of Point Four, albeit with no voting 
rights. Article 4 of the same law mandated that OCEPA (Organization for the Commercialization 
of Artisanal Products) maintain close coordination with both, CENDES and USAID / Point Four 
(Industrial Law, 1963 R.O. 271). The mandate to cooperate with this agency permeates various 
articles of the Law. Point Four’s office in Ecuador became a very close advisor to the Ministry of 
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Production, which was in charge of Industries during the 1960s (Rosales, Ramos & Montaño, 
personal communications, 2013). 

  President Plaza invited ECLAC to make the first evaluation of the Ecuadorian economy, 
from a Latin American perspective. The mission arrived in late 1951, led by Raúl Prebisch 
himself. The final report was ready by late 1952 and it was extremely influential among economic 
elites and high-ranking bureaucrats and politicians in Quito, the capital (Salgado, 1990, p. 1). 
However, the assessment was gloomy. ECLAC classified the Ecuadorian economy in the first 
stage of development with 72% of the economically active population living in rural areas, most 
production devoted to agriculture, and an almost complete absence of international engagement 
through investments in exports. To understand ECLAC’s impact on Ecuadorian industrial policy, 
two issues stand out in this first report. First, ECLAC (1954) recommended expanding and 
diversifying exports first and pursuing a gradual process of industrialization that only later – once 
export expansion was on track – would intensify an ISI process (p. 13). Second was the need to 
create a state planning body that could guide the development process. In sum, ECLAC and Point 
Four advice was not contradictory but complementary. As a result, the National Planning Board 
(JUNAPLA) was created in 1955 and immediately started using both technical assistance from 
Point Four and expertise from ECLAC to set up plans for economic development and provide 
policy recommendations (Salgado, 1990). ECLAC became closer to JUNAPLA than Point Four. 

Galo Plaza’s bold movements, including this invitation to two of the most powerful 
1950s development agencies, ECLAC and Point Four, provided a development agenda for the 
rest of the decade. Political leaders from populist José María Velasco Ibarra to conservative ones 
such as Camilo Ponce Enríquez embraced the development imprint left by ECLAC. When both 
became presidents during the 1950s, JUNAPLA and the Central Bank had enough clout to 
continue their work undisturbed. This same clout allowed JUNAPLA to propose a new Law for 
Industrial Promotion, more sophisticated and modern than the previous ones passed in the first 
half of the 20th century. This law had the clear intention to promote import substitution 
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industrialization, industrial categories and different types of economic incentives. However, the 
main improvement in this law was to create a comprehensive institutional framework to manage 
industrial policy and to give voice to the direct beneficiaries. Political parties not only embraced 
the spirit of the Law, they even pushed for bolder measures – mainly through tariffs, quotas and 
import bans – to protect ailing manufacturing sectors such as textiles and sugar (Cámara del 
Senado, 1959, p. 200-280 cited by Torres, 2012, p. 62).  

President Ponce Enríquez passed the Industrial Promotion Law in June 27, 1957. This 
was the result of an incremental process of state-building started in 1948 when Galo Plaza took 
office. Comparatively, the 1950s was the most stable decade since the early 20th century and thus 
it provided momentum to increase the state’s role in industrial development. JUNAPLA became a 
powerful institution, alongside the Central Bank, and coordination between them is key to 
understand the leap forward in terms of sustained support for ISI policies, since they were able to 
go beyond what ECLAC had recommended for the country. This public institutional support also 
enticed the private sector through the Quito and Guayaquil Chambers of Industries. In fact, just 
14 months after the Law was enacted, JUNAPLA received 53 applications for industrial 
classification that immediately granted benefits in credit, duty-free imports and tax exemptions 
(JUNAPLA, 1958, p. 130 cited in Torres, 2012). The Law of Industrial Promotion increased 
manufacturing participation as a percentage of GDP from an average of 15% during the late 
1950s to 18% average during the 1960s (JUNAPLA, 1964) but all efforts went to import 
substitution without moving into export-oriented products. The Law also reflected a short-term 
convergence of regional elites, represented by their Chambers of Industries and Commerce in 
Guayaquil and Quito. They agreed on a common goal of modernizing the country during a time 
when commodity exports had not yet matched the achievement of the cocoa boom (Cueva, 1979; 
Velasco, 1980). The banana boom arrived during the 1960s. 

During the tumultuous 1960s, when Ecuador experienced three coup d’états and severe 
political instability, Ecuadorian technocrats were busy lobbying for US aid. They claimed that if 
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funding were not provided, communist agitators would reign, and Ecuador would collapse 
(Pinneo, 1990, p. 155).  Técnicos or high-ranking technocrats – Clemente Yerovi, José Corsino-
Cardenas, Galo Plaza, and Ambassador Chiriboga Villagómez — were at the forefront of those 
exchanges. They were persistent in championing a strong program of economic diversification for 
Ecuador and used the threat of communism to their advantage (US Department of State Cables, 
1960). Proactive technocrats kept these programs alive for the next three decades in spite of 
persistent political instability toward the same goals. 

Industrial policy in its full ISI form emerged from the 1964 National Development Plan 
designed by JUNAPLA. It was published just days after the military coup. The plan clearly 
stipulated that the state should prioritize industrial development and import-substituting 
industrialization. Moreover, the government explained there that the state should “preside and 
promote progress and economic development” (JUNAPLA, 1964, p. 4). The Plan envisioned 
modernization in many areas of national interest: agriculture, education, health and sanitation, 
infrastructure and so on. It also announced that the state should direct at least 17.6% of the annual 
GDP to promote change (p. 7). The Plan envisioned spending up to 17% of its total government 
budget on new manufacturing development. Agriculture, then the country’s economic engine, 
received almost as much, 16%. Telecommunications, energy, and transportation would get a full 
28% of investments to create basic development infrastructure (p. 9). JUNAPLA had decided that 
the first phase of industrial development, the one destined to satisfy basic primary needs such as 
food and clothing, should be over; and that the second phase of industrial diversification should 
begin (Salvador, 1972, p. 5). They just needed political clout and resources to revamp the process. 

 
Soft-dictatorships in the 1970s 
The opportunity arrived with the military coups of 1972. General Guillermo Rodríguez 

Lara like General Juan Velasco Alvarado in Peru had a personal commitment to modernize the 
country (Verdesoto, 1978). At the beginning, General Rodríguez seemed to have only a moralistic 
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message, but immediately his discourse had anti-oligarchic overtones (Martz, 1987, p. 97). 
However, further investigations pointed out the complex motivations behind General Rodríguez 
decision to stage a coup d’êtat. The most important one was the military responsibility to manage 
the sudden windfall of oil revenues in the face of what was perceived as a weak and corrupt 
civilian administration of President Velasco Ibarra. The maintenance of corporate autonomy of 
the armed forces in the face of another prospective populist leader in the presidency, Assad 
Bucaram, became a secondary motivation. However, the Ecuadorian military did not have as 
strong ideological motivation as the Peruvian one when it came to nationalist development 
(Isaacs, 1993, p. 32-33). 

More importantly, Rodríguez had the sudden blessing of finding untapped oil reserves in 
the Ecuadorian Amazon. No other president had such a windfall of resources to pay their way to 
modernization in Ecuadorian history before him or after, with the exception of President Rafael 
Correa in 2007. Nevertheless, General Rodríguez did not impose anything new in terms of ISI 
policies. He let técnicos and high-ranking officials at JUNAPLA and the Central Bank ramp up 
the incentives for manufacturers with more financial resources at their disposal (Hidrobo, 1992, p. 
39). Credit allocation, subsidies, and tariff protection increased dramatically during Rodríguez’ 
tenure. De la Torre (1983) calculated that, between 1973 and 1980, the state sacrificed around 4% 
of GDP per year in taxes, tariffs and credit subsidies to boost manufacturing (p. 127). The return, 
in manufacturing GDP growth during these same years, averaged 5.8% per year, barely paying 
off the amount invested for this purpose (p. 210). 

It was telling that, for all the amendments and small additions made in 1973, the 1957 
Law remained intact. Literature on Rodríguez Lara’s industrial policy intervention conceded that 
his political imprint in this area was overshadowed by the steering power of industrialists from 
the Coast and even from the Highlands. Industrialists were unhappy with his generous social 
policies to expand working benefits and subsidize utilities even when these industrialists were 
receiving the lion’s share of State funds from the oil export windfall (Hidrobo, 1992; Conaghan, 
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1983; De la Torre, 1983). The fragile political coalition that paved the way for the 1950s ISI 
policy cycle turned broke apart during the military regimes of the 1970s. Institutional 
achievements from these three decades were about to start slowly unwinding. 

The following section summarizes the key features of Import-Substitution 
Industrialization policies laid out by the 1957 Law and subsequent development plans until 1972. 

 
Policy Instruments 

 Starting in the 1950s, Ecuador built a comprehensive set of incentives and institutions to 
promote manufacturing. A summary of the main policy instruments is presented below.  
 Legal framework. Since 1906, Ecuador had a law for industrial promotion in force. 
However, its more consequential version was approved in 1957, which became the most 
important piece of legislation in support of manufacturing development. This law is very similar 
to the first industrial protection law approved in Peru in 1959. Industrial promotion laws 
embodied the character of Ecuadorian policy-making: new layers were added to instruments 
already in place, to please new constituencies and sectoral interests. The 1957 industrial 
protection law only consolidated the array of benefits already in place: tariff preferences, tax 
exemptions and even exemptions over municipal taxes and fees. However, the classification of 
industries into “Special”, “A”, “B” and “C” guided benefit allocation. “Strategic” industries 
received most benefits upon signing an agreement with the Ministry of Industries (Ley de 
Fomento, 1957, R.O. 247). The remarkable aspect of this law is that it was passed during the 
conservative government of Camilo Ponce, but all subsequent governments upheld the law, until 
Rafael Correa finally repealed it in 2011 through the Code of Production (R.O. 351, 2010). 
 Tariffs and tax exemptions. Since 1957, the law guaranteed full tariff exemptions for 
capital goods, machinery, intermediate goods and raw materials for industries classified as 
Strategic. Also, the law granted 75% income tax exemption and 100% from sales taxes for five 
years. Category B industries included intermediate goods, such as basic tools and consumer 
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goods, along with processed food and textiles. For these industries, the tariff exemptions were the 
same, but the tax exemptions were just half as generous as the ones for Category A. Thus, they 
got 50% discount on income tax and 50% discount on sale taxes. In addition to national tax 
exemptions, there were also exemptions from municipal taxes. Beginning with the 1957 law and 
until the end of the 1970s, the average effective tariff protection for manufacturing was 130% 
(Torres, 2012). 

Credit. JUNAPLA transformed the National Securities Commission (Comisión Nacional 
de Valores) into National Financing Corporation (Corporación Financiera Nacional –CFN) 
mainly to fund large manufacturing ventures. From 1964 on, this state-owned bank provided 
financial support for long-term industrial investments, particularly manufacturing. The law 
creating CFN was approved the same year (Plan General, 1964). The CFN started its operations 
with US 5 million dollars coming from the United States through Point Four. By the early 1970s, 
CFN became the foremost public financial institution to support manufacturing development. By 
the late 1970s, more than 120 million dollars had been channeled to manufacturing ventures from 
this institution alone (De la Torre, 1983).  

Institutional structure. When General Rodríguez’ military government took office, the 
most significant institutions supporting ISI policies had already been created under the guidance 
of ECLAC and US Point Four.  The only institutional addition to this long cycle of protective 
industrial policy was the Ministry of Industries, Commerce, and Integration in 1973. The first 
Minister was Francisco Rosales Ramos, a prestigious lawyer who was also a former director and 
legal advisor to CENDES during the 1960s. JUNAPLA and CENDES proposed his appointment 
in order to keep a seasoned ISI advocate in charge of policy implementation (Rosales and 
Montaño, personal communications, 2013). 

It is worth noting that, from 1950 to 1980, the national planning board, JUNAPLA, was the 
leading institution advancing and deciding industrial policy, throughout a succession of civilian and 
military governments. That power was slowly transferred during the 1970s to the Ministry of 
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Industries and the Central Bank through the Monetary Board. CENDES played a pivotal role 
providing technical expertise to continue the same line of ISI policy guidelines and, as the key contact 
to national and international manufacturers and investors. It also had the responsibility to conduct 
studies about the sector and propose policy instruments to the Council of Industries, before and after 
the Ministry of Industries was created. The Central Bank had the key role of managing all available 
funds for manufacturing and even to administer credit allocation either through the newly created 
public financial institution, CFN, or through private banks. 

A summarized chart of the network of agencies and bodies working around industrial 
policy as well as their place in the decision-making process is shown in Figure 4.2 below. 

 

Figure 0.2 Institutional framework 1957-197921  
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21 The organizational chart was based on 1957 Industrial Law, including its 1965, 1967, 1971 and 1973 amendments; 
the 1963 and 1972 National Development Plan, in addition to information from interviews conducted with Galo 
Montaño, Francisco Rosales Ramos and Juan Cueva.  
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During the 1970s, agencies such as the National Training Service (SECAP), and the Institute 
of Standards and Certifications (INEN) also became part of the network serving industrial 
manufacturing. By the late1970s, CENDES had also sponsored the creation of two more agencies to 
boost industrial development. The most important one, a Commission to oversee the advancement of 
capital goods production (CEBCA) and the second, a Commission to promote small and medium 
industry (CENAPIA). The chambers of Industries did not enjoy a formal relationship in this 
institutional framework, until the 1967 amendment to the Law. The amendment included chambers of 
industries in the Inter-Agency Council of Industries. Again, because of regional discord, one seat was 
assigned for Guayaquil’s Chamber of Industries and another for Quito’s Chamber. However, they 
were observers, with voice but no vote. 

 
CENDES: beacon of institutional innovation 
CENDES was designed as a technical assistance agency to promote, program and 

propose specific manufacturing technical assistance ventures for the manufacturing sector. 
JUNAPLA proposed this agency as an autonomous entity with the flexibility to reach the public 
and the private sector and respond to their technical requests in 1959. It became attached to the 
Ministry of Industry during the 1970s but was institutionally connected to JUNAPLA’s Technical 
Department, with the Department of Industries and Commerce at the Ministry of Industries and 
the new CFN financial institution. The idea of CENDES was developed by Galo Montaño, who 
was hired by Point Four in 1958 to do this job. Galo Montaño was a mechanical engineer who 
had just arrived from studying industrial innovation in the United States (Montaño, personal 
communication, 2013). CENDES became the first office of its type in the Andean Region with an 
active advisory role to the ministries in charge of production and the economy and to the National 
Planning Body, JUNAPLA.  
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Since its founding, CENDES functioned as a meritocratic institution within the state. 
From its General Director to the area analysts, all were chosen in an open nationwide 
competition, recruiting the best professionals in their areas of interest. CENDES trained analysts 
in six different specializations: economics, engineering, metalworking, agroindustry, and strategic 
industries (electronics, automotive, petrochemicals, among others). Also, they had a division for 
industrial parks. At its peak in the 1970s, CENDES had a total of 60 professionals in its roster 
(Cueva, Montaño, Rosales, personal communications, 2013). 

Besides helping create import-substituting industries, CENDES had the responsibility to 
attract investment (domestic), promote ISI projects to the private sector; conduct studies 
demanded by the private sector; and create or expand industries. Most importantly, CENDES was 
in charge of public-private coordination and partnerships. It was as much a think-tank as a policy 
implementer. The history of CENDES is revealing regarding the type of institutions created to 
implement industrial policy. It closely resembled state agencies created in South Korea and 
Taiwan to implement industrial policy (Chang, 1994; Wade, 2006). CENDES was designed to be 
an independent think-tank for industrial policy to serve all governments and their ministers of 
industry, regardless of their political affiliation. 

CENDES became the state’s most important industrial development promoter from its 
inception in 1959 through the 1980s. At the pinnacle of its institutional lifetime, Galo Montaño, 
one of the founders of this agency, became Minister of Industries. During his ministry tenure 
from 1976 to 1980, he boosted CENDES’ role in the manufacturing sector, increasing its service 
provision and the areas it covered. After the inception of COORDINAUTO, a public-private 
partnership to help the automotive sector, CENDES added other bodies that achieved specific 
tasks, helping industrial development with specific solutions, studies and hands-on aid from the 
State. One of the agencies it developed that stands out for its ambition is the Ecuadorian 
Commission for Capital Goods (CEBCA).   
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The military junta created CEBCA by Decree 813 in 1977, but it only became fully 
operational in the early 1980s. CEBCA’s role was to understand the technology involved in 
turnkey industrial processes sold abroad and to study ways to replace some foreign inputs with 
domestic products, a process called disaggregation. They could also propose to manufacture some 
components locally and to increase the country’s value-added components. This agency provided 
a variety of services, from industrial maintenance to process upgrading and product 
diversification. Its projects were mainly funded by the United Nations Industrial Development 
Organization (UNIDO). “We envisioned a long-term process of learning where Ecuadorian 
companies would slowly adopt new technologies and produce more components made in the 
country, as opposed to continuing to reproduce international assembly lines. To this purpose, 
CEBCA developed a mentoring program for national industries to pair one international industrial 
expert with a national one. In this sense, the agency wanted to replicate success stories from East 
Asia, especially South Korea” (Víctor Cruz, personal communication, 2013). 

CEBCA (like CENDES) was also governed by a corporatist body. The Minister of 
Industries presided the board of directors, and it included one representative each from the CFN, 
the Ecuadorian Metalworking Federation (FEDIMETAL), the Association of Ecuadorian 
Consultants (ACE) and from the planning board, JUNAPLA. 

 
Embedded protectionism 

Infant industry protection and manufacturing protectionism became embedded in 
Ecuadorian industrial policy since the beginning of the 20th century. Calls for national 
manufacturing development and ownership were present in the discourses of conservative and 
liberal politicians alike in last two decades of the 19th century. Moreover, the powerful Chamber 
of Agriculture and Commerce and Guayaquil had advocated for a law just before the turn of the 
century. Thus, one of the promises first fulfilled by the leader of the Liberal Revolution, Eloy 
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Alfaro, was to provide a law of industrial promotion as early as 1906. There is an institutional and 
an ideational explanation for this early genesis of industrial policy.  

Institutionally, Ecuador was deeply divided by regional cleavages between the Coastal 
region with its natural “capital”, the port of Guayaquil, and the Highlands region with Quito as 
the country’s political capital. The Coastal region had historically different economic interests 
from the Highlands. Since the 18th century, cacao plantations paved the way to the two 
consecutive commodity booms. The second wave coincided with the first wave of modern 
manufacturing. The economy in the Highlands region, where most indigenous population lived, 
depended on traditional agriculture for domestic consumption, produced under a strict servitude 
arrangement called huasipungo. However, some of these landowners had been the first to invest 
in textile manufacturing facilities early in the 19th century and were understandably interested in 
upgrading and expanding their production at the turn of the 20th century. This regional acrimony 
meant that either faction took turns to control state resources and enact public policy to its own 
benefit (Cueva, 1979; Quintero & Silva, 1991). The 1906 Industrial Promotion Law was another 
chapter in the struggle to solve regional grievances by providing a common playing field of 
incentives that economic elites from both regions could equally tap into, while at the same time 
increasing the national market, non-existent until the turn of the 20th century. Subsequent reforms 
and amendments to this law in 1921, 1925 and 1937 were additional attempts to appease 
competing factions at times when political crises had diminished the standing of one region over 
the other. This was the case in the cocoa crisis in 1919 that spurred the 1921 reform benefiting the 
Coast, followed by the amendments of 1925 that benefited manufacturers from the Highlands. 

Ideationally, ECLAC (1952) stressed the autarchic character of the Ecuador economy in 
its first country assessment. Until the early 1950s, export diversification was meagre. There was 
little connection with the world and most producers had only the domestic market as their 
ultimate goal. But, most importantly, entrepreneurs distrusted foreigners as suitable partners for 
business developments. As Fernando Velasco (1980) famously recognized about Ecuador’s 
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dependency, foreign investment had barely entered the country until the 1960s and international 
capitalism had yet to make its way into manufacturing production. Foreign direct investment in 
manufacturing was just 1.5% of total investment in the sector. Industrial promotion laws made 
sure that foreign investment had a difficult time setting up business in the country. 

Protective industrial laws and the iteration of national plans to promote manufacturing 
development through the late 1970s were the final result of the struggle to steer conflicting 
interests into a single national development goal. Since distrust between regions was pervasive, 
technocrats and high-ranking bureaucrats took the lead in creating a policy framework to 
diversify the economy through manufacturing development while satisfying each region’s quest 
to capture state rents and benefits. 

Nonetheless, Ecuador did not turn into an industrialized country during the 20th century, 
in spite of a long tradition of strong industrial policy protection. Infant industry protection stayed 
in place even in the face of successive cycles of crisis that characterized a typical commodity 
exporter. During the peak of ISI policy experimentation under General Guillermo Rodríguez Lara 
from 1972 to 1975, real manufacturing GDP did not reach breakthrough levels. It grew at 8.2%, 
just 1.2% more than the overall GDP; and rose to be 18% of the GDP, when the Latin American 
average was 25% (De la Torre, 1983, p. 216). The gains – it seems – were not quantitative but 
qualitative. For one, industrial development managed to diversify into areas other than food and 
textiles. It also helped to boost overall production by increasing the demand for raw material 
purchased in-country, at least in the areas of metalworking (Montaño & Weingard, 1975; p. 24). 

Contrary to what happened in Peru, industrial policy changed only slowly and by 
consistent iterations of policy practices instilled since the first industrial law was passed in 1906. 
For instance, the Military Junta that succeeded Rodríguez Lara did not backtrack on ISI policies. 
Rather, it quickly showed visible support for ISI policies by appointing Galo Montaño as Minister 
of Industries. As one of the key players in the original ISI framework set up during the early 
1960s, Montaño managed to consolidate the institutional framework supporting manufacturing 
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development until the transition to democracy. Subsidies stayed in place and state agencies in 
charge kept policy functioning. In sum, high-ranking bureaucrats, not political leaders, continued 
to lead industrial policy, institutionalizing state protection for manufacturing in the process.  
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Chapter 5 

Differing patterns of change in Industrial Policy 

Industrial policies are only one set of factors on which the competitive success of an industry, or of the 
country’s whole industrial sector, depends. 

Robert Wade, 2004  
The index of policy intervention developed in Chapter Three provides the foundation for 

the analysis to come. The two cases shared not only broad geographical, economic and 
demographic characteristics; they also reached the peak of their Import Substitution 
Industrialization effort by the late 1970s. Moreover, they transitioned towards democratic rule 
within a year of each other. Both countries faced together the debt crisis that plagued Latin 
America during the early 1980s. However, they started altering ISI policies differently and at 
different rates. This chapter describes the patterns of change in the industrial policy trajectories of 
Peru and Ecuador after 1980.  

The index will help understand the various dimensions of institutional reform and change 
experienced by each country. This longitudinal analysis provides an overall view of their policy 
direction; that is, the extent to which policies or policy sub-components were maintained or 
reformed over time, and the pace of this variation. Variations in state organization and 
institutional support for industrial policy are also described. As a caveat for the reader, this 
chapter will focus exclusively on the trajectories of these transitions and the type of change 
identified in each country. Detailed analyses of the causal mechanisms explaining each case and 
its particular trajectory follow in Chapters Six and Seven.  
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Peru: 1980-2010 
Contrary to Ecuador’s experience, Velasco-Alvarado’s ISI policies unfolded swiftly. The first 
blow came with the stabilization package applied by Velasco’s successor, General Francisco 
Morales Bermúdez (1976-1980), which included mild liberalization of tariff protections. The 
initial dismantling of the national registration of manufacturers helped drastically by allowing 
numerous imported products that had been banned (Parodi Trece, 2013, p. 147). The second and 
most important blow happened on May 28th, 1982 when the first democratically elected 
government, under President Fernando Belaúnde, passed a new Industrial Law (El Peruano, 
1982). The new law marked the beginning of a new era of industrial policy in Peru by eliminating 
the hallmark 18350 Law of Industrial Promotion, including the controversial institution of 
Industrial Community. The trend towards liberalization continued steadily throughout the 
following 30 years under study, with only one short experiment of protectionism during the first 
administration of President Alan García, from 1985 to 1990. 
 Simply stated, the strong backlash against ISI policies under democratic rule in Peru did 
not entail a slow process of change. Quite the contrary, it is typical of a path-dependent trajectory, 
of the reactive type following a traumatic critical juncture (Falleti & Mahoney, 2015, p. 222). 
Velasco’s experiment was certainly the critical juncture that triggered a reactive process to restore 
the status quo in economic management that prevailed before his experiment to install a 
developmental state in Peru. Over time, dismantling the reforms made by the military junta 
became self-reinforcing since multiple actors, not to mention an increasingly united economic 
elite, moved political action and public policy towards that goal (Durand, 1994). Using the index 
of intervention proposed in Chapter Three, Peru’s timeline of reform is shown in Figure 5.1 
below. 
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Figure 0.1 Peru’s industrial policy trajectory 

 
 The sharp decline started almost immediately after Velasco’s tenure had ended. By 1981, 
debates in the newly inaugurated congress focused heavily on the need to push the country away 
from statist development planning. Defenders of protectionism were scarce and found only in the 
small leftist parliamentarian group that wanted to defend the revolution’s achievements (Desco, 
1981, p. 112). Strong majorities from the centre-right political parties guaranteed the movement 
towards increasing liberalization and dismantling the protectionist architecture for the rest of the 
second Belaúnde administration (Parodi Trece, 2013, p. 152). The downward trend hit a bump in 
the road during the APRA administration under President Alan García’s leadership. García 
applied Keynesian economic policy, expanding consumer demand through fiscal spending for the 
first two years of his presidency. The result was disastrous. The recovery of national 
manufacturing production during these years could not compensate for the ensuing inflationary 
spiral and economic contraction. The government tried to forge an agreement with the business 
sector to alleviate the crisis, but it was too late. By 1988, García’s credibility was gone and the 
model of a demand-driven economic strategy had been compromised.  
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Coming to power in 1990, President Alberto Fujimori understood that reality from the 
beginning. Even though he won the election on a promise to revive Peruvian manufacturing and 
protect industrial production, Fujimori became the leader who consolidated the neoliberal 
transformation of industrial policy. By 1993, Peru had one of the most liberal trade regimes in 
Latin America, second only to Chile (Gonzales de Olarte, 1998, p. 50). By the end of Fujimori’s 
decade in power, the mode of institutional change had established a consistent reaction sequence 
against the short-lived revolutionary intervention in the 1970s that became self-reinforced over 
time. The country moved towards reduced state intervention in all sectors of production while the 
private sector rose as the main driver of economic development. 

Not surprisingly, the governments that succeeded Alberto Fujimori during the third 
decade of transformation just consolidated this trend. Following a path set by Chile in the late 
1990s, Peru deepened its transition towards liberalization by opening up markets through a series 
of bilateral trade agreements.  For all practical purposes, trade policy replaced industrial policy. 
In this last phase, the state focused on export promotion activities and provided increasing access 
to world markets by actively negotiating free trade agreements. An illustration of the long-term 
path dependence pattern found in Peru is shown in Figure 5.2. 

Figure 0.2 Peru’s neoliberal reforms in perspective 1890-2010  
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Tariffs: the main downward pressure 
The first sharp tariff modification happened just two years after Velasco Alvarado 

stepped down under the Morales Bermúdez administration. The civilian Minister of Economy, 
Javier Silva Ruete, was the first to decrease manufacturing protection in 1978. He eliminated the 
national registration of manufacturers and the number of tariff items subjected to import 
prohibitions dropped from 1,313 to just 9. Five thousand items affected by non-tariff barriers 
were reduced to just 2,000 (Parodi Trece, 2013, p. 147). Eliminating the national registration was 
particularly important because it was the tool to control national manufacturing production, the 
range of output available for domestic and international markets, the number of inputs needed and 
the protection from foreign competitors required by producers. 
 Just two years after the first tariff reform, Minister Manuel Ulloa broadened the tariff 
liberalization that Silva Ruete started. These two initiatives counted as the most radical measure 
to reverse Velasco’s industrial policy. The drastic reduction of tariffs left Peru with an average 
rate of just 39% in 1978, then lowered to 32% in 1981. The maximum tariff rate changed, too, 
from a maximum of 160% to just 60% in 1981 (Boloña & Illescas, 1997, p. 38). The reduction 
was significant for the time and marked a downward trend that reduced overall manufacturing 
incentives for the rest of the decade. Moreover, the decrease provoked a sudden increase in 
imports, repressed for almost a decade, almost immediately affecting the competitiveness of 
domestic manufacturing. Manufacturing suffered a decrease of -1.2% of its output in 1982 and -
18.1 in 1983 (INEI, 2007; database). Given the decline, the adjustment of tariffs did not wait until 
the next election. From May 1984 to July 1985, the Belaúnde administration lifted average tariff 
rates to nearly 57%, while the maximum tariff allowed rose to 91%. The measure was a modest 
attempt to revive national manufacturing and slow down the avalanche of imports after 1979 and 
1981 reforms (Campodónico et al., 1993, p. 74-75). 

By the end of Belaúnde’s presidency, tariff protection had definitely moved in a 
downward direction. The following administration kept the average tariff rate even lower at 46%, 
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66% if over-tariffs were included (Parodi, 2013, p. 266; Barreto, 2012, p. 23). Over-tariffs were 
additional surcharges to import tariffs already in place that were levied for short periods of time 
on a determined number of items. President Alan García’s administration preferred to use over-
tariffs, import licenses, and most importantly, exchange rate control mechanisms to subsidize 
domestic manufacturing production. Thus, tariff rates did not experience a significant rise during 
García’s administration (Iguíñiz & Muñoz, 1992, p. 124).  

Under García, differential exchange rates became the instrument of choice to distribute 
subsidies to domestic manufacturers and to expand domestic demand, even when it led to a costly 
deficit for the state (Dornbursch & Edwards, 1989, p. 44). García was taking advantage of an 
institution created by the Peruvian Central Bank in 1976, called Mercado Unico de Cambios 
(MUC), to control subsidies necessary to expand domestic production in need of cheap dollars to 
import inputs and raw materials (Cornejo, 2011, p. 85). However, trade liberalization resurfaced 
again after the inflationary crisis in 1988 when García was forced to implement drastic 
adjustments to obtain IMF approval for a bailout. Differential exchanges rates favouring 
manufacturers were no longer possible under the new circumstances. Still, the most important 
aspect of García’s industrial policy was that he did not use the traditional ISI tools established by 
Velasco-Alvarado and opted for a policy of subsidies. He purposefully succeeded in setting the 
prices “wrong”, as Alice Amsden (1989) would put it.    

The most important tariff overhaul was yet to come. In 1990, President Alberto Fujimori 
chose a shock therapy program that stabilized macroeconomic indicators and also corrected 
protectionist bias in sectors such as manufacturing. Announced on August 8th, 1990, the first 
economic stabilization program aimed at eradicating hyperinflation. The first four measures were 
a drastic application of the Washington Consensus package delivered in one shot: eliminating the 
fiscal deficit, strict monetary control of emissions, liberalizing exchange rates – thus eliminating 
MUC – and lifting subsidies for public service prices (Parodi, 2013, p. 265). 
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Less than a month later, trade liberalization followed. The Fujimori administration 
established a completely new tariff structure with just four rates: 5, 15, 25 and 50 per cent. A 
temporary surcharge of 10% was stipulated for the 25 and 50% brackets until December of that 
year (Távara, 1994, p. 14). At the same time, other non-tariff restrictions were enacted: no 
importing lists, no special restrictions, and no permits. The initial idea was to let industry adjust 
to this new reality for a few years and then make deeper reductions (Abusada, personal 
communication 2013). However, the time to adjust never materialized for manufacturers used to a 
higher level of protection. In a few months, these rates were reduced to three: 5, 15 and 25%. By 
1993, the average tariff rate had fallen to an all-time low of 17%. Non-tariff restrictions remained 
eliminated (Barreto, 2012, p. 22-23). Peru had reached almost a flat tariff of 15% since most 
items fell into this category. Fujimori’s tariff transformation was completed in 1997 when the 
main tariff brackets (15% and 25%) were reduced to 12% and 20%, respectively. The average 
tariff rate by the late 1990s was just 13%. 

From 2000 to 2010, Peru doubled down on the tariff reduction process. By 2005, just 
three rates comprised the general tariff scheme: 0, 13 and 16%. The average tariff rate became a 
meagre 5% (Barreto, 2012, p. 23). President Alan García’s second administration (2006-2011) 
established a more drastic approach to liberalizing trade and equalizing conditions for national 
producers. From 2007 to 2009, García’s administration phased in a series of Supreme Decrees 
reducing tariff dispersion and dramatically decreasing the items and sub-items subject to duty. 22  
Just three rates remained in place: 0, 9 and 17%. A whopping 70% of all imports were not subject 
to any tariff in 2007. By 2009, 100% of capital and intermediate goods plus 5% of consumer 

                                                      
22 Supreme Decrees referred to Decrees: N° 017-2007- EF, N° 091-2007-EF, N° 105-2007-EF, N° 158-2007-EF, N° 
163-2007-EF, N° 038-2008-EF, N° 119-2008-EF, N° 123- 2008-EF and N° 005-2009-EF.  
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goods were also exempted from tariffs.  These measures pushed the effective average tariff rate 
down to 2.3% in 2007 and to 1.9% in 2009 (Carranza, 2012, p. 59). At this point, a complete 
liberalization of trade through tariff overhaul was finally achieved. No infant industry protection 
was possible anymore under this new scenario. Peru’s newly ratified trade agreement with the US 
in 2006 and those being negotiated solidified the new tariff reality. 

Figure 5.3 illustrates the changes in effective tariffs for manufacturing in Peru. The 
United Nations Commission on Trade and Development (UNCTAD) does not have complete data 
for all the years under study. However, the available data show a clear downward trend. It was 
also evident how, since 1993, manufacturing consistently lost protections against external 
competition, with effective tariffs of less than 10% on average and less than 2% by 2010. There 
were some exceptions to this rule (shown in dark blue in the chart).23 

Figure 0.3 Average tariff rate 1980-2010 

Source: UNCTAD Database, 2014.  
 
 

                                                      
23 Among the exemptions were car parts and pieces, house appliances, and fertilizers – all part of specific tariff 
agreements under the Andean Pact.  
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Credit: drowning in the whirlpool of hyperinflation and crisis 
In contrast to the decisive, steady way in which tariff protection was phased out, credit 

for manufacturing underwent two distinct periods of change. During the first decade of 
democratic rule, public credit was managed mostly like business-as-usual for manufacturers, even 
in the face of acute crisis. However, the transformation became notable by 1992. Not only was 
subsidized public credit ended, but credit-granting institutions were themselves restructured or 
liquidated. 

Thus, in the first decade after Velasco’s ISI experiment, structural adjustment did not 
have any immediate impact on public credit for manufacturing, despite early calls for fiscal 
restraint. This industrial policy instrument persisted during the first two democratically-elected 
administrations, as did hallmark institutions that administered lending: COFIDE and Banco 
Industrial. The new General Law of Industries – passed in 1982 by Fernando Belaúnde – 
confirmed that COFIDE and Banco Industrial would continue financing industrial activity (LGI, 
1982, Article 72). Moreover, the new Law increased COFIDE’s capacity to help Peruvian 
industries export, participate in international tenders, issue bonds and promote industrialization in 
areas other than Central Lima (LGI, 1982, Articles 74-76). Fernando Belaúnde and Alan García 
continued channeling resources to these two ISI institutions through the Central Bank and the 
different funds specifically designed to promote some industrial sectors. In total, ten funds were 
created during the 1980s. Among the most important were the Fund to Promote Small Enterprises 
(FOPE); the Fund to Promote Non-Traditional Exports (FENT); the Fund for Manufacturing 
Enterprises (FOFIFEI); a Fund to Modernize Fishing Ships (FODEM); and finally, the 
Automotive Fund, created by the Industrial Automotive Law (Iguíñiz & Muñoz, 1992, p. 99).  

Nevertheless, hyperinflation and recurrent financial crises undermined the government’s 
attempts to maintain financing manufacturing production in the 1980s. Credit as a percentage of 
GDP roller-coastered up in 1982 and immediately back down, since most credit availability 
depended on governmental revenues during the 1980s; the recessions of 1983, 1987 and 1988 
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took their toll on the actual amount of public lending for manufacturing. In total, COFIDE 
channeled more than 600 million dollars in credit for manufacturing and Banco Industrial a little 
more than a billion dollars during the 1980s, which in real terms was no more than 208 and 508 
million, respectively (Memorias BCRP, 1980-1990). 
Table 0.1 Public allocation of credit under COFIDE 1980-1990 (In millions of US dollars of 1980) 

Years Credit in 
USD 

Adjusted for 
inflation Growth 

1981 47.05 26.82   
1982 42.42 25.79 -3.84% 
1983 51.87 24.57 -4.73% 
1984 40.35 19.2 -21.86% 
1985 20.55 7.8 -59.38% 
1986 22.22 12.49 60.13% 
1987 15.57 8.38 -32.91% 
1988 3.35 0.44 -94.75% 
1989 0.22 0.01 -97.73% 
1990 1.89 0.02 100.00% 
1991 423.46 83.11 415450.00% 

Compound Annual Growth Rate (CAGR) 10.83% 
                     Source: Memorias BCRP; Memorias COFIDE  

Table 0.2 Evolution of credit at Banco Industrial 1980-1990 (In millions of US dollars of 1980) 

Year 
Credit in 

USD 
Adjusted for 

inflation Growth 
1980 100.8 100.8   
1981 128.2 73.08 -27.50% 
1982 254.58 154.8 111.82% 
1983 192.2 91.03 -41.20% 
1984 111.72 53.15 -41.61% 
1985 90.89 34.51 -35.07% 
1986 67.15 37.54 8.78% 
1987 56.62 30.47 -18.83% 
1988 31.98 4.17 -86.31% 
1989 25.40 0.73 -82.49% 
1990 14.22 0.19 -73.97% 

Compound Annual Growth Rate (CAGR) -46.60% 
                                            Source: BCRP- Historic Statistical Series 
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Tables 5.1 and 5.2 show the effects that hyperinflation and currency depreciation had on 
credit in Peru. Nominal funds transferred to COFIDE and Banco Industrial consistently decreased 
along with the 1980s crisis; further, hyperinflation and devaluation pulverized the purchasing 
power of available funds in real terms.  

By the end of the 1980s’, Banco Industrial’s credit for manufacturing had decreased by 
46.60% in real terms. Funding to COFIDE had increased by 10.83%, but only because it was put 
in charge of future productive lending as Fujimori’s administration liquidated Banco Industrial 
and all other Peruvian development banks founded in the 1930s (Memoria BCRP, 1992, p. 73). 

Specialized lending had been the single most important instrument to support 
manufacturing development in Peru since the creation of Banco Industrial in 1936. In 1981, 
Banco Industrial was also entrusted with supporting other areas besides manufacturing. Tourism, 
fisheries, aquaculture, handcrafts, energy, transportation and services, and small and medium 
enterprises and even cinematography became areas of intervention for the Bank. These additional 
responsibilities continued throughout the 1980s. The Belaúnde administration had even used 
Banco Industrial to bail out manufacturing companies in crisis after the debt crisis of 1983. The 
García administration also enacted a refinancing scheme in 1986 for enterprises with foreign debt 
problems in order to boost manufacturing production (Iguíñiz & Muñoz, 1992, p. 98). 

COFIDE became the go-to financial institution for medium- and long-term ventures and 
especially for lending support to state-owned enterprises weathering the persistent crises of the 
decade. COFIDE also channeled multilateral and issue bonds to help public and private 
enterprises under stress (Memoria BCRP, 1990, p. 53). The next chapter discusses the nature of 
those changes. 

The 1988-1990 collapse of the economy during García’s administration paved the way 
for a different management of public finance. By 1990, public lending to manufacturing at 
subsidized rates was no longer feasible. President Alberto Fujimori enacted two major changes in 
this area at the start of his tenure. The first and most important was that manufacturing was no 
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longer a priority for public lending; public financial institutions were directed to provide credit 
only to export-oriented enterprises that merited support. The second decision was a consequence 
of the first: he restructured the public institutions created to provide credit to manufacturing. He 
liquidated Banco Industrial in 1992 and reconfigured COFIDE to become a joint stock company 
open to investors. In 1992, the Central Bank’s mandate to channel funds for sectoral lending was 
eliminated. Thus, public financial institutions had to procure their own sources of funding, 
whether from deposit investments, stock offerings or multilateral lending (Memoria BCRP, 1992, 
p. 73). Simply stated, public lending for manufacturing practically disappeared after the Fujimori 
administration’s forceful neoliberal intervention. This does not imply that credit to the private 
sector ceased altogether. Quite the contrary, flow of credit to the private sector as a percentage of 
GDP started to grow consistently after 1990, peaking in 1999 and 2000 when it amounted to 30% 
of the GDP. Since then, credit to the private sector has averaged 20-30% of GDP. This credit was 
directed to non-traditional exports and the service sector of the economy. 

Figure 0.4 Credit as a percentage of GDP 

Source: World Bank, WDI 2014 
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  In fairness, credit restructuring during the 1990s under the Fujimori administration 
recovered Peru’s ability to borrow internationally at reduced interest rates, after a decade and a 
half of commercial interest rates oscillating from 40 to 400%. The trend continued towards cheap 
credit lines for productive ventures, including manufacturing. By the end of the first decade of the 
new century, commercial effective interest rates were below two digits (BCRP, 2014).  

Table 0.3 Evolution of Credit at COFIDE after the restructuring 1992-2010 
Years Credit in 

millions USD 
Inflation 
adjusted Growth 

1992 302.64 174.40   
1993 192.07 129.27 -25.88% 
1994 120.13 97.09 -24.89% 
1995 93.33 83.98 -13.50% 
1996 126.53 113.43 35.07% 
1997 321.80 296.46 161.36% 
1998 190.06 177.21 -40.22% 
1999 1,672.00 1,615.93 811.87% 
2000 614.00 591.75 -63.38% 
2001 419.90 411.75 -30.42% 
2002 320.00 319.39 -22.43% 
2003 249.50 243.99 -23.61% 
2004 326.40 314.88 29.05% 
2005 419.60 412.91 31.13% 
2006 601.90 590.09 42.91% 
2007 965.00 948.14 60.68% 
2008 1472.10 1391.56 46.77% 
2009 733.80 712.87 -48.77% 
2010 814.90 802.62 12.59% 

Compound Annual Growth Rate (CAGR) 8.37% 
    Source: Memorias COFIDE 1992-2010 

 
The new reality also had a positive impact for COFIDE, now a public-private institution 

regulated by stock exchange laws. COFIDE became successful at managing large multilateral 
funds for medium- and long-term ventures and projects to which they devote around 80% of their 
portfolio (Memorias COFIDE, 1999-2010). Even though COFIDE no longer focused only on 
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manufacturing, it still accounted for around 30% of their portfolio of projects. Table 5.3 shows 
the evolution of credit at COFIDE after Fujimori’s restructuring.  

To sum up, credit became the most resilient instrument to support manufacturing in the 
immediate aftermath of Velasco’s ISI experiment. The struggle to support productive 
manufacturing through subsidized public credit lines persisted for a decade, without achieving 
any significant impact, since hyperinflation and currency depreciation crushed financial flows 
available for manufacturing. Credit reform came in 1992 when the Fujimori administration 
canceled all subsidized credit, although credit flows continued under commercial banks and 
COFIDE as a second-tier lending institution. Banco Industrial, on the other hand, was targeted for 
liquidation. However, macroeconomic stability brought back cheap lines of credit for medium- 
and long-term productive ventures after 2000, with a third of that amount going to manufacturing 
projects. The fresh line of credit provided by the multilateral banking system such as the World 
Bank and Inter-American Development Bank, in turn, helped channel additional funds from 
private investment banks. 
 

Institutions: a predicted backlash 
Peru’s institutional framework for manufacturing was exiguous, to say the least. The 

creation of agencies to support industrial manufacturing was not consistent and many of them did 
not survive changes by the 1968 military coup. The Ministry of Economy and Finance was 
always the most important Ministry for any development policy (Thorp, 1991), even after the 
creation of the national planning body, Instituto Nacional de Planificación (INP), in 1962, which 
was harshly criticized by the Peruvian elite (Lowenthal, 1975, p. 29). Even during the Velasco 
Alvarado administration, the planning body was mostly informative and confirming –without 
much discussion– national goals already determined by the close-knit technical advisory group 
attached to the Presidency, called COAP (Cotler, 1975).  
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The public institutional framework serving ISI began to change before military rule 
ended in July 1980. Since the commanding policy body – the COAP – had been so attached to 
Velasco’s administration, the Morales Bermúdez military government devolved powers to the 
traditional institutions of Peruvian economic policy-making, namely the Ministry of Economy 
and Finance and the Central Bank. By doing so, Morales Bermúdez was at the same time 
stripping away the controlling authority that the Minister of Industries, Trade, Tourism, and 
Integration (MITI) had had over industrial production until 1975. A new general law was enacted 
in April 1978, making Industries just one of four secretariats within the Ministry, along with 
trade, tourism, and integration. Although this Ministry had the responsibility to design policies for 
the sector and maintain the register of every industrial item produced in the country, policies had 
to be drafted to in consultation with the private sector through a committee that included the 
chambers of industries (D.L. 22151, 1978). The Ministry of Economy and Finance had that 
authority, along with the Peru’s Central Bank, which retained control over the most important 
instruments of industrial policy, namely tariffs and credit. In real terms, both institutions have 
controlled macroeconomic policy and sectoral policy as well since 1976. 

Figure 5.5 shows the organizational framework of industrial policy from 1980 until 1991 
when President Alberto Fujimori consolidated the most dramatic changes to ISI. Institutions 
shown in black, led the decision-making process. During the 1980s, most institutions set up by 
the military administration during the 1970s remained in place but not the locus of policy 
decision-making. The commanding authority was returned to the Ministry of Economy and 
Finance in coordination with the Central Bank to determine credit lines, tariff schemes and tax 
benefits and exemptions to manufacturing. As a result, the Ministry of Industries lost prominence 
in the decision-making process. 
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Figure 0.5 Institutional framework 1980-199124 

 
 
However, not every action during the 1980s was directed only at shrinking the State’s 

role in the industrial sector. The 1982 industrial law added two new institutions to coordinate 
their activities and directly report to the Ministry of Industries regarding their support for 
manufacturing development. The most relevant institutional innovation introduced by Industrial 
Law 23407 was the National Commission of Tariff Policy (CONAPA). CONAPA became the 
main centre of public-private exchanges to lobby for tariffs and quotas, after the1982 industrial 
law assigned a total of five seats to the chambers of industries, production, and commerce (D.L. 
23407, Art. 25). In essence, the State returned the seats the chambers used to have in industrial 
policy making before the military administration. 

                                                      
24 Laws 23407 and the ministerial decrees to implement it informed the organizational charts presented in this chapter. 
The depictions are the author’s responsibility. 
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Belaúnde maintained state support for two institutions created during the 1960s and 
1970s. The Institute for Industrial Technology Research and Technical Norms (ITINTEC), was 
created to channel funds and initiatives toward R&D innovations and technology transfer in 1971. 
The National Service for Apprenticeship and Industrial Work (SENATI), created in 1960 as an 
autonomous entity, was funded by industrialists’ contributions. State-owned manufacturing 
enterprises such as INDUPERU and SIDERPERU, symbols of manufacturing advancement 
during Velasco’s time, came under central state control after 1982. 

During the 1980s, the government assigned new responsibilities to ITINTEC besides 
promoting R&D and innovation projects. ITINTEC was in charge of developing technical 
standards for manufacturing products, registries, and quality control. Additionally, it was put in 
charge of monitoring and quality control for imported goods, which, over time, became a burden 
to the institution’s core R&D activities (Flint, 1994, para. 5). SENATI underwent few changes 
during the 1980s, because the National Society of Industries controlled its governance body. 

The financial architecture for manufacturing in the 1980s did not suffer significant 
changes either, compared to the 1970s. The 1982 law ratified COFIDE and Banco Industrial as 
the public institutions in charge of financing the manufacturing sector. Both institutions retained 
the responsibility to help the sector through lines of credit provided by the Central Bank (L.D. 
23407, 1982, Chapter V). However, there was also a role for private banks and, in fact, 
commercial banks shared around 49% of all credit operations to manufacturing during the 1980s 
(Iguíñiz & Muñoz, 1992, p. 180). Finally, the National Planning Institute (INP) lost importance. 
Its role continued to be more consultative than anything else (Iguíñiz & Muñoz, 1992, p. 74).  

Everything changed in the 1990s. Fujimori’s administration completely overhauled 
existing institutions and erased what was left of the old ISI organizational framework. The small 
changes in the character and responsibilities of public institutions during the 1980s paled in 
comparison to the sweeping reforms enacted by Fujimori in less than three years. By 1993, the 
whole ISI model was gone. 
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The commanding authority over industrial policy remained the Ministry of Economy and 
Finance, in alliance with the Central Bank. However, Fujimori empowered these institutions with 
“superagency status” to push for rapid changes in the economy (Wise, 2003, p. 231). Fujimori’s 
most important change of all was centralizing policy-making in the Council of Ministries, a move 
that streamlined the reform process. Most of the time, the Council conveyed their orders rather 
than consulting with the respective ministries or the autonomous institutions on reforms (Wise, 
2003, p. 202). All sectoral councils were terminated as well, by decree. For industrial policy, this 
decision meant the termination of CONAPA as a sectoral council for tariff regulation and 
intermediation (D.J. 668, 1991, Arts. 4-14).  

The Ministry of Economy and Finance subsequently assumed the power to regulate 
tariffs and trade. From the standpoint of industrial policy, the Ministry of Industries focused 
mainly on promoting exports and looking for markets more than anything else. Its official name 
changed to Ministry of Industry, Tourism, Integration and International Commercial Negotiations 
(MITINCI). It no longer controlled industry registration. It also lost any control over 
decentralized autonomous institutions such as SENATI, albeit this organization still coordinated 
with MITINCI for its annual planning (Castillo & Quishpe, 1997, p. 145).  

The remaining institutions suffered an extreme makeover, if not complete liquidation. 
The Fujimori administration closed INP in December 1992 and determined that all INP’s duties 
should be assumed by the Ministry of Economy and Finance, except those involving international 
cooperation (D.L. 25548, 1992, Art. 5).  

Needless to say, all state-owned manufacturing enterprises were privatized, including 
INDUPERU and SIDERPERU. The Fujimori administration created the Council of Privatizations 
(COPRI), another autonomous agency attached to the Presidency through the Council of 
Ministries to administer the privatization process. At the end of Velasco’s forceful ISI 
intervention, 200 SOEs had been created or nationalized. In the 1990s, COPRI sold most of them 
and subjected others to liquidation. By the end of 2000, COPRI had sold 9.1 billion dollars in 
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SOEs assets (Wise, 2003, p. 192); 130 million in just the first few years of its intervention (Arce, 
2010, p. 68). These changes are shown in Figure 5.6 below. 

Figure 0.6 Institutional framework during Fujimori’s administration 1991-200025 

 
 
As the research and development institution, ITINTEC deserves a separate explanation. It 

faced a thorough makeover in 1993. However, the government changed its mind about it within a 
few months, and the institution was finally closed at the end of the same year (Flit, 1994, para. 4).  
Fujimori’s team designed a brand new institution aligned with the new industrial policy approach 
of horizontal competitiveness and export promotion in which intellectual property rights played a 
central role. The government assigned the responsibilities of protecting intellectual property 
rights, guaranteeing a free market and promoting technical manufacturing standards to the newly-
minted National Institute for the Defense of Competence and Intellectual Property Rights 
                                                      
25 This chart was built using information from Wise (2002), Castillo & Quishpe (1997), Law-Decrees 25548, 25868 
(1992) and Memoria BCRP (1993). 
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(INDECOPI). INDECOPI became one of the main institutional agents during the 2000s in free 
trade agreement negotiations. It also had a central role in expanding consumer rights and 
combating anticompetitive behaviour according to the law that created it (DL 25868, 1992). 

The financial architecture dedicated to manufacturing development also underwent a 
complete makeover under Fujimori. The Industrial Bank, along with the Agriculture, Mining and 
Housing Banks, were closed by the end of 1991 (BCRP, Memoria 1991). COFIDE, however, 
followed a different path. It was restructured to become a limited-liability corporation with open 
operations on the Stock Exchange. The new institution could also channel multilateral 
development funding. The Andean Financial Corporation (CAF) became one of the first investors 
and shareholders (Memoria BCRP, 1993). In the absence of any other industrial policy incentive 
and despite its modest funding, COFIDE became the only beacon of support for medium- and 
long-term national manufacturing ventures at modest interest rates.  

The first decade of the new century confirmed the institutional changes made under the 
Fujimori administration. The state had become slimmer. With only 100 bureaucrats left in the 
Ministry of Industries, Tourism, Integration and International Negotiations (Castillo & Quishpe, 
1997, p. 139), President Alejandro Toledo dropped Industries and Integration and transformed it 
into the Ministry of Trade and Tourism in July 2002. The transition from industrial policy to trade 
policy only seemed to complete the process. However, Toledo and the administrations that 
succeeded him made some corrections to the dramatic downsizing of state services for production 
and manufacturing. Subsequently, Toledo created a new Ministry of Production with the mandate 
to design, approve and implement productive policies in two areas: manufacturing, small and 
medium enterprise, and fisheries (L.D. 27779, 2002, art. 33). The new Ministry has a vice-
ministry in charge of small and medium enterprise and manufacturing, which filled the void left 
by Fujimori’s absence of policies, especially regarding standards, quality control, competitiveness 
and technology transfer to the manufacturing sector (Ministerio de la Producción, 2015). 
Interestingly enough, this ministry has a formal consultative body to coordinate policy with 
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business organizations and representatives of the chambers of industries and the Council for 
Small and Medium Enterprises. Figure 5.7 shows of the institutional setting in Peru at the end of 
the period under study. 

Figure 0.7 Institutional framework 2000-2010 Vice-Ministry 

 
Additionally, Toledo saved COFIDE responsibilities in the area of financial services for 

small and medium enterprises. During the 1980s, the Industrial Bank shared this mandate, but 
that support was lost during the Fujimori years. In 2002, President Toledo reinstituted COFIDE 
as the official financial institution to design, procure and monitor credit to medium and small 
enterprises. The new attributions included technical assistance and capacity building to help small 
and medium enterprises (SMEs) (L.D. 28015, 2003, Chap. 4). 

The second García administration kept the changes and modifications made by Toledo. 
The focus on horizontal competitiveness in all areas of production solidified during his tenure, a 
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remarkable difference from what happened during his first administration. In terms of institutions, 
the structure of the Ministry of Trade and Tourism and the new Ministry of Production remained 
the same. COFIDE increased its engagement with small and medium enterprises but without 
modifying its organizational standing established during the Fujimori years as a second-tier 
financial institution (Romero, personal interview 2013). Nonetheless, there was a significant 
change within the public financial sector when the second García administration decided to 
expand operations at Banco de la Nación, the only State service bank left during the Fujimori 
administration, that served small and medium enterprises directly. This new development was 
effective only in areas where private banks had no reach, such as the Amazon region and some 
Highland provinces (Cornejo, 2011, p. 261). All in all, the market-oriented reforms settled down 
to the point where the institutional framework serving manufacturing production was extremely 
simplified and directed towards: a) export-promotion, b) issues of competitiveness and 
normativity, b) second-tier financial procurement. 
 
Ecuador: 1980-2010 

In the thirty years that followed the peak of the ISI industrial policy model, Ecuador 
wavered between phasing out its generous fiscal incentives in times of economic stress and 
maintaining the status quo. Industrial policy continuity defined the first decade of democracy, 
with only short-lived attempts at reducing fiscal incentives, mainly through tariff reforms. Change 
started only slowly in the 1990s; first with tax reforms that undermined some exemptions offered 
by the ISI law and then with a tariff overhaul driven mainly by external pressures from the IFIs 
after the Washington Consensus swept the region. 

The 1990s provided a hospitable international environment for neoliberal reform which 
added a sense of purpose to a conservative coalition that won general elections in 1992 and 
became the first to triggered sectoral changes. Deeper changes came at the end of the decade, in 
the midst of political instability and financial turmoil. The state drifted towards more liberalizing 
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changes focusing on trade policy and export promotion through public-private partnerships. For 
instance, the Law of Foreign Trade (LEXI) and the tax reforms of 1990, 1993, and 1997 ended up 
undermining provisions of the old industrial law that guaranteed new industrial investments 10 
years’ tax exemption. New agencies were created to support the private sector and, among them, 
manufacturers.  

The movement towards neoliberal reform, however, was short-lived. By 2007, a left-
leaning political movement came to power and reclaimed ISI industrial policies as the best way to 
promote manufacturing development and to “transform the country’s productive matrix” 26. 
President Rafael Correa’s new government effectively started a new protectionist cycle in 
Ecuador. 

Figure 0.8 Ecuador’s industrial policy 1980-2010 

 

                                                      
26 “Transformation of the productive matrix” replaced “Selective ISI” in the discourse after 2011. 
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The timeline in Figure 5.8 shows the institutional evolution of industrial policy in 
Ecuador after the 1980s. Following Mahoney and Thelen (2011), industrial policy did change but 
reforms evolved slowly layering one reform after another, depending on the political coalitions in 
power. Layering was the type of change that characterized Ecuadorian industrial policy before the 
1970s. Throughout the 30 years under study, the mechanisms to ignite drastic neoliberal reforms 
were only in place in the early 1990s. A subsequent political crisis cut that opportunity short and, 
by 1994, a slow-motion, piecemeal change became the norm. The political instability that ensued 
after 1996, when three democratically-elected presidents were ousted, moved sectoral reforms 
such as industrial policy into a period of drift that wrestled between moving towards liberalizing 
reforms or backtracking towards protecting manufacturing again.  A leftist coalition favouring the 
latter option took power in 2007, moving back to the long history of protectionist industrial policy 
again with all its long-standing benefits and pitfalls. To keep neoliberal reform in perspective 
within the long-term process of industrial policy, Figure 5.9 shows the entire timeline. 

 

Figure 0.9 Ecuador’s industrial policy in perspective in perspective: 1890-2010 
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Substantively, the strong legal framework for protection remained in place throughout the 
30 years under study. The 1957 Law, with its multiple amendments, was still alive until late 2010. 
In turn, the 1957 Law was just a modern, updated version of the original 1906 Industrial 
Promotion Law that was the genesis of institutionalizing industrial protection in Ecuador. 
Paradoxically enough, it was the Government that pledged to revive ISI strategies that abolished 
the long-standing Industrial Law a century later. Correa’s administration replaced it with a 
comprehensive legal body called the Production Code in 2010. 

 
Tariffs: Moderate maintenance 

By contrast to the durability of other types of policy protection features and the subtle way in 
which they were phased out, tariff protection scheme became a roller-coaster experience. In the 
early 1980s, neither President Jaime Roldós nor President Osvaldo Hurtado lowered tariff 
protection, in spite of the acute debt crisis crippling the country after 1982. The average tariff 
protection for manufactured products was maintained at an average of 70% until late 1984, the 
same as during peak ISI during the 1970s. 

Regarding trade barriers to external competition, the average effective tariff protection rate 
was 21% at the beginning of 1980, but tariffs for final consumption products ranged from 50 to 
70% and for some luxury goods up to 290% (Table 4.3.1). Tariffs of intermediate goods remained 
low, in the range of 20-30%, throughout the period (Cevallos, 1984). The determination to shield 
domestic industry from external competition continued during the 1980s, among politicians and 
chambers of industry alike. 

The first attempt at lowering the tariff base came in January 1985, during the first year of 
Febres Cordero’s administration. The Swett-Dahik economic team lowered the average tariff base 
to 20%, mainly to open manufacturing competition. The tariff helped the interests of import-
export businesses that had been demanding restrictions be lifted since the early 1970s. However, 
they backtracked in 1986, due to the pressure from industrialists who saw demand for 
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manufacturing goods falling rapidly after two consecutive crises. The collapse of oil prices in 
1986 was the first and, immediately afterwards, an earthquake broke the country’s only oil 
pipeline, thus stopping oil exports for several months (Oleas, 2013). 

On top of that, some manufacturing industries were very successful at lobbying for piecemeal 
tariff reductions on raw materials and intermediate goods, aided by the fact that most medium and 
large manufacturers had strong personal relationships with government officials (Alarcón, 
personal communication, 2013). In sum, the heavy tariff scheme of the previous decade remained 
in place during the 1980s, with a lukewarm attempt at lowering the bar of protection during 
President León Febres Cordero’s administration. 

A significant tariff reform finally arrived in early 1990 under Rodrigo Borja’s administration. 
As Minister of Finance, Pablo Better phased out the protectionist scheme that had been in place 
for more than 20 years, with the rationale of readying industrialists to compete abroad, as 
Ecuador lobbied to join the WTO (Better, personal communication, 2014). Since then, tariff 
decrees reformed downward over time, with upward adjustments only when the government 
needed resources to deal with a crisis. This was the case during the 2008 international financial 
crisis. 

Table 5.4 shows the evolution of average effective tariff rates in Ecuador since the 1990s 
reform. The low average in 1993 corresponds to the levels inherited from the Borja 
administration. The sudden up-and-down movement in 1994 and 1995 reflects volatility and 
fiscal constraints due to the Cenepa war with Peru27. After 1996, what stands out is the  protection 
scheme’s stability until 2006 and how maximum protection stayed unchanged at 35% throughout 
the period. The close correlation between the simple average and the weighted average reflects 
private-sector participation in the Foreign Trade Council (COMEXI) influencing overall 
import/export performance. In any event, tariff protection remained high compared to Peru during 
                                                      
27 Ecuador fought a war against Peru on their shared Amazon border in 1994-95. The conflict demand large amounts of 
public funds that, in the end, wreaked havoc with all Durán Ballén’s plans for fiscal austerity. 
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the same period. There are no data available for the year 2000 because of the statistical problems 
introduced into the data set when Ecuador adopted the U.S. dollar as its currency. 

Table 0.4 Average tariff protection, effective and maximum tariffs 
Years 

available 
Simple 
average 

Weighted 
average28 Maximum 

rate 
1993 8.51 8.36 37 
1994 10.9 11.72 40 
1995 11.45 11.38 20 
1996 10.68 11.38 35 
1997 10.36 11.03 35 
1998 10.84 10.9 35 
1999 12.42 11.34 37.5 
2000 n.a. n.a. n.a. 
2001 10.87 11.78 35 
2002 10.95 10.82 35 
2003 10.75 10.5 35 
2004 10.55 9.85 35 
2005 10.78 9.68 35 
2006 8.99 7.21 35 
2007 9.21 7.14 35 
2008 8.54 5.92 35 
2009 7.01 5.12 40 
2010 7.77 6.74 40                      Source: United Nations Commission for Trade and Development (UNCTAD) 

Finally, effective tariffs applied to manufacturing started to decrease consistently beginning 
in 2006. It is also evident that the simple average versus the weighted average start to diverge in 
2008, when Rafael Correa’s administration sacked private-sector membership from COMEXI. An 
overhaul of the tariff protection scheme arrived in full force in 2009 when the maximum tariff 
protection rate hiked again to 40% as in the old times of manufacturing protection. The 
government decided to use the 2008 crisis to focus on the need for import-substituting industrial 
products and its will to defend domestic manufacture. On November 2008, COMEXI analyzed 
9,200 categories and raised tariffs for 940 of them. The reform included mainly consumer and 
luxury goods. Months before, COMEXI identified 282 raw-material inputs and capital goods as 
                                                      
28 The weighted average tariff is the average resulting from MFN rates weighted by the product import shares 
corresponding to each partner country (UNCTAD, 2014). 
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duty-free (Ecuadorinmediato, 2008). On the whole, the tariff system was not completely 
overhauled. As Figure 5.3 shows, manufactured goods received very high effective tariff 
protection while maintaining reduced tariff rates for raw materials and basic minerals. This 
pattern diverged from trends found in other countries in the region, and especially compared to 
Peru, which reduced its tariff rates across-the-board consistently. 

 

Figure 0.10 Tariffs 1980-2010, a simple average visualization 

Source: UNCTAD Database 2014. 
 
Macroeconomic variables are beyond the scope of this analysis. Yet, it is necessary to take 

into account how appreciation of the exchange rate topped up tariff protection schemes, shielding 
manufacturers against the external world in the Ecuadorian case. Currency appreciation 
discouraged diversification and expansion of the export sector and therefore only the sheltered, 
import-substituting industry prospered during the 1970s (De la Torre, 1983, p.218).  
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Credit: diminishing but regular flows 
The first blow to ISI policies during the first civilian administration, after a decade of 

military authoritarianism, was credit availability. Until 1981, Ecuadorian authorities enjoyed a 
flow of resources. International financial institutions and private banks alike opened wide lines of 
credit backed by oil money flowing since 1972. Fondos Financieros, a financial fund scheme 
administered by the Central Bank created in 1973, guaranteed a standing line of credit flowing 
into the financial system.  

Most credits, though, flowed to private banks. In a 1976 assessment of industrial 
development in Ecuador, bankers claimed that they lacked new projects to finance, not money. 
However, they also anticipated there would be a shortage of credit by the turn of the decade of at 
least 37% (Montaño & Wygard, 1976, p. 445). De la Torre (1987) had calculated that, by 1980, 
the total of all direct and indirect credit granted by the Central Bank was more than four times 
that of 1972 when the boom of ISI policies began (p. 139). The state had managed to set up 
policies by which at least two thirds of total credit (public and private) went to priority sectors, 
especially ISI initiatives. This money flow continued until the 1982 debt crisis. At that point, 
private banks stopped lending, and the LIBOR rate spiked to above two digits, making 
international loans extremely expensive for developing countries (De la Torre, 1983). 

The two main corporations providing credit to manufacturing, CFN and COFIEC, cut their 
operations in half, from around 80 million dollars a year to less than 30 million after 1982. CFN 
stopped financing long-term projects altogether and regular finance – short- and mid-term loans – 
stalled. COFIEC saw its international line of credit removed (Superintendencia de Bancos, 2010). 
Only CAF (the Andean Finance Corporation) continued lending. 

In the face of the international debt crisis, President Oswaldo Hurtado stifled protection to 
industrialists when he decided to nationalize private debt. This was known as Sucretization (the 
sucre was the national currency at that time). This was a net transfer of public resources to private 
business, mainly industries, by subsidizing the exchange rate used to repay loans in US dollars. 
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The bailout was and continues to be a controversial measure. However, the President claimed that 
this measure held the manufacturing sector together and prevented massive job losses (Hurtado, 
personal interview, 2013). According to Hurtado, industries such as Ecasa – the leading electrical 
appliances factory – were among those in danger of collapse. Nationalization also benefited the 
automotive industry, especially the top firms, Aymesa and BB Botar. The automotive and 
metalworking sector were the most cherished accomplishments of the ISI effort. For Hurtado, it 
was unthinkable to expose them to risk (Hurtado, personal communication, 2013). 

The Sucretization program outlasted Hurtado’s administration. However, the most Cordero 
extended the Sucretization program beyond the debt crisis; he froze the interest rate as well as the 
exchange rate insurance officially attached to each loan. Moreover, the down payments due to 
expire in 1985-1986 were extended for two more years, costing public finances more than 1.2 
billion dollars (Younger, 1993, p. 488). 

Figure 0.11 Credit devoted to production as a percentage of GDP 

                        Source: World Bank, WDI 2014 
For all the difficulties that Ecuador’s economy underwent during the 1980s, credit continued 

to flow steadily to the manufacturing sector, reaching a peak in 1984, as Figure 5.11 shows. 
Credit availability started to slow down after 1985 but not dramatically until the mid-1990s. 
Credit flow finally recovered by the mid-1990s, when exports boomed thanks to reduced barriers 
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to US markets again. Reforms to subsidized credit for manufacturing – the second most important 
instrument of traditional ISI policy protection – were scarce during the 1980s. If anything, 
industrialists could not complain about this extraordinary credit support for manufacturing during 
the 1980s, despite Ecuador’s numerous crises.  

Drastic changes in how credit was prioritized came under Sixto Durán Ballén’s 
administration. The economic team, adamant about the need for neoliberal reform, decided to 
liberalize credit allocation in public-sector institutions. The manufacturing sector ceased to be a 
priority for public financial institutions and subsidized interest rates were cancelled by executive 
decision, without changing the law. In practical terms, these decisions boosted market interest in 
manufacturing lending, among other areas of production, effectively displacing the public 
sector’s role in determining credit allocation. The exemplary case was the main public financier 
for manufacturing: Corporación Financiera Nacional (CFN). 

Throughout the 1970s and 1980s, the CFN was the foremost credit institution for large-scale 
projects in the manufacturing sector. On average, 90% of its operations went directly to finance 
manufacturing operations with subsidized credit, even during the Febres Cordero administration, 
which claimed to favour laissez-faire capitalism. For instance, when interest rates in commercial 
banks reached record highs in 1987-88, CFN was offering credit at six points below this rate 
(Hidrobo, 1992, p. 66). Above all, the free float of the exchange rate and the subsequent high rate 
of inflation made loans even cheaper for industrialists.  

However, credit support as one of the main incentives started to falter during the 1990s. 
Subsidized credit became unpopular after Sucretization and many political parties denounced it as 
a cash grab from taxpayers directly to private pockets. The neoliberal coalition led by Sixto 
Durán Ballén drastically reformed the credit system. First, CFN was transformed into a second-
tier commercial bank. CFN stopped serving the public directly; private-sector lenders started 
managing its funding. Second, manufacturing ceased to be the focus of public credit efforts and 
CFN opened credit lines to all productive sectors, especially non-traditional export ventures. Even 
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after these decisions, manufacturing was slowly displaced from CFN’s total credit allocation, as 
Table 5.5 shows.  

Table 0.5 Evolution of credit at CFN 1980-2010 (in millions of USD) 
Year Total 

credit 
Manufacturing 

credit 
Percentage 

of total 
Annual 
growth 

1981 132.31 119.83 90.57 
1982 72.7 65.33 89.86 -0.78% 
1983 61.25 54.82 89.50 -0.40% 
1984 55.29 49.92 90.29 0.88% 
1985 69.55 61.39 88.27 -2.24% 
1986 75.27 67.49 89.66 1.58% 
1987 90.37 79.60 88.08 -1.76% 
1988 45.87 39.12 85.28 -3.18% 
1989 37.74 32.42 85.90 0.73% 
1990 43.32 37.18 85.82 -0.09% 
1991 41.01 34.14 83.25 -2.99% 
1992 44.99 37.37 83.06 -0.23% 
1993 105.97 56.38 53.20 -35.95% 
1994 172.46 92.60 53.69 0.92% 
1995 143.00 61.15 42.76 -20.36% 
1996 341.00 112.67 33.04 -22.73% 
1997 424.00 110.86 26.15 -20.87% 
1998 664.99 145.72 21.91 -16.19% 
1999 178.50 38.07 21.33 -2.67% 
2000 33.90 6.80 20.06 -5.95% 
2001 12.00 1.8 15.00 -25.22% 
2002 23.90 2.56 10.71 -28.59% 
2003 52.90 8.53 16.12 50.54% 
2004 69.90 7.04 10.07 -37.54% 
2005 99.70 8.74 8.77 -12.96% 
2006 120.80 11.58 9.59 9.35% 
2007 142.04 13.30 9.37 -2.30% 
2008 164.57 15.19 9.23 -1.46% 
2009 187.09 17.07 9.12 -1.13% 
2010 209.62 18.96 9.04 -0.89% 

Annual Growth Rate (CAGR) 
of manufacturing credit -7.39%                         Source: CFN, calculations by the author 

From 1981 to 1992, between 80 and 90% of its total credit was concentrated on 
manufacturing. Further, these changes occurred immediately after the election of Sixto Durán 
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Ballén in 1992, when credit to manufacturing added up to 53.20% of all credit available. Since 
then, CFN credit to manufacturing has slowed consistently to less than 10% by 2010, even under 
the Citizens’ Revolution of Rafael Correa29. CFN’s credit steadily shifted away from 
manufacturing to – mainly – primary exports, including agricultural and fisheries products, and 
later also the service sector, especially construction, and housing. 

For a public institution that was specifically created to fund large and cutting-edge 
manufacturing ventures, this change represented a silent but powerful transformation. CFN’s 
expertise became redundant in the slow movement process towards a systemic competitiveness 
framework. CFN became no different from institutions such as Banco Nacional de Fomento 
(Production Promotion Bank) except for its focus on large loans and export operations.  

In any event, credit for large production ventures continued to flow throughout the three 
decades under study, at an average of 1.55%per year. By the same token, direct credit to 
manufacturing decreased consistently over the same 30 years at a rate of -7.39% per year in the 
very institution created to support it. The trend is consistent, except for 2000, 2001 and 2002, 
years when the financial crisis collapsed the economy as a whole, plunging CFN into turmoil.  

From 2001-2003, CFN was on the brink of collapse since the government forced CFN to 
receive unsupported debt bonds from banks that went into liquidation. In 2002, CFN transitional 
director, Pedro Kohn, even discussed the possibility of closing it (Peña Durini, personal 
communication, 2013; Diario Hoy, 2000). According to an official assessment of the 1999 
financial crisis, CFN lost 610 million dollars in defaulted loans, and 568 million dollars in 
discounted bonds. The losses totalled 1,178 million dollars by 2005 (Diario La Hora, 2012). 
 
 
 
                                                      
29 The present study closes in 2010. However, Rafael Correa’s administration has consistently topped up the amount of 
funds available to their program of strategic ISI and manufacturing since, reaching a generous 178.04 million dollars by 
2014 or 46.12% of the total available credit at CFN. 
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Institutions: from resilience to conversion 
The return to democratic rule in 1979 determined the first changes – albeit minor ones – in 

the institutional framework supporting manufacturing development. The 1978 Constitution 
changed the name of the National Planning Board from JUNAPLA (Junta Nacional de 
Planificación) to CONADE (Consejo Nacional de Desarrollo). The change was more than strictly 
nominal. Under the new Constitution, CONADE did not have the power held by JUNAPLA. The 
Vice-president chaired the Council, but its plans became guidelines rather than mandates. Figure 
5.12 shows the grid of public institutions serving industrial policy until the end of the Sixto Durán 
Ballén administration, the most enthusiastic about dismantling ISI and downsizing the state. 

  

Figure 0.12 Institutional framework 1980-199630    
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30 Laws, ministerial and presidential decrees of the time informed the construction of these organizational charts. 
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From 1980 onwards, the Monetary Board and the Minister of Finance led all economic 
decisions, including sectoral ones such as industrial manufacturing incentives. However, even 
though the commanding heights of industrial policy changed, the remaining institutions devoted 
to manufacturing went largely unaffected for more than a decade. 

After the 1982 crisis, effective leadership over instruments affecting industrial policy rested on 
the Minister of Finance, the Central Bank and the latter’s Monetary Board. Political leadership for 
industrial policy implementation rested with the Ministry of Industries, Commerce, and Integration. CFN 
continued to be the main public institution channelling funds and other financial benefits to industrialists, 
with private banks having a minor role in long-term investments.  

The Ecuadorian case stood out for its proclivity to create and empower autonomous agencies as 
key policy implementers. High-ranking bureaucrats made the decision to isolate and protect ISI policy 
initiatives from politicians and political instability (Montaño; Rosales; Cueva; personal communication, 
2013). Because of their importance within the institutional framework of Ecuadorian ISI, a further 
description of these agencies’ decline is in order. 
 

CENDES’ slow fall from grace 
CENDES, the nodal agency for industrial development promotion, reached its zenith 

during the 1980s and continued providing expert analysis for manufacturing ventures, 
manufacturing expansions and new areas of technological innovation for industry. Slow reforms 
made this institution almost self-sufficient. The private sector paid 60 to 70% of their studies and 
assessments (Cruz, personal communication, 2013). More than 60% of CENDES’ workload was 
devoted to private-sector support and the rest of their assignments were to promote, upgrade or 
reform SOEs (Montaño & Weigard, 1976).  

At the end of the Borja administration in 1992, some 200 professionals were working at 
the agency. Personnel were not downsized, even during the difficult years of the neoliberal-
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leaning León Febres Cordero government. For almost 20 years, CENDES served as the main 
public technical support for industrial investment in Ecuador and yet no policy stakeholder was 
ready to defend its existence over time or update its roles and responsibilities to match the new 
economic environment. Stakeholders did not commit to maintain and consolidate institutions such 
as CENDES even when they had consistently received benefits from them and there was room for 
institutional innovation. In a nutshell, this institution’s fate reflects some problems of state and 
institutional capacity-building in Latin America. The lack of Weberian bureaucratization is 
pervasive, at least in the case of Ecuador (Evans and Rauch, 1999; Andrade, 2015). 

Thus, CENDES’ institutional shake-up arrived during Sixto Durán-Ballén’s 
administration. Minister Mauricio Pinto removed CENDES’ autonomy and attributions with a 
ministerial order. However, CENDES did not fold entirely. Only 60 people out of the two 
hundred officials who worked there were laid off by the end of Pinto’s tenure as Minister of 
Industries in 1994 (Cueva; Pinto, personal communications, 2013). The agency maneuvered 
cleverly to avoid extinction for a few more years. The 140 remaining bureaucrats opted for 
institutional mutation to save their jobs.  Some CENDES técnicos asked to be transferred either to 
the Ministry of Industries or the Ministry of Finance. But, most importantly, the ones transferred 
to the Ministry of Industries made themselves relevant again by quickly becoming experts in 
competitiveness, the new buzzword of the day. 

All in all, CENDES as an entity did not disappear completely until 2002. However, it 
became an institutional shadow of its original 1960s self. The effective, hands-on, technical 
assistance to develop or upgrade manufacturing initiatives was gone.  

 
COORDINAUTO, CEBCA: failed attempts at creating basic industries 
With abundant resources flowing from the windfall of oil exports, CENDES promoted 

the creation of additional agencies to further industrial development in the second half of the 
1970s. Once again, these bodies, governed by corporatist arrangements, discussed specific policy 
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initiatives and advanced specific projects to help the private sector increase manufacturing 
production or invest in new ventures. Two of most successful ones were COORDINAUTO and 
the Comisión Ecuatoriana de Bienes de Capital (CEBCA). COORDINAUTO was a public-
private joint commission to advance investment in car manufacturing lines created at the end of 
the military junta in 1978 (Decree 2567, June 7, 1978).31 During the 1980s, it mainly worked with 
the two existing automobile assembly plants in the country, Aymesa and BB Botar. This 
coordination withstood the test of time, since it became institutionalized through creation of the 
Chamber of the Ecuadorian Automotive Industry (CINAE) by private-sector initiative.  

CEBCA, however, had a more challenging mission. This agency was founded in 1976 to 
advance production of capital goods, including heavy equipment, machinery, metalworking, 
construction technology and vehicle parts and pieces (Decree 813, October 21, 1976). However, 
the agency was not fully functioning until 1979. Throughout the 1980s, CEBCA maintained a 
strong relationship with the private sector and responded to their requests for technical assistance 
or industrial maintenance, channeling international assistance for technology transfer. It even set 
up an office inside the entity most critical of ISI policies, Guayaquil’s Chamber of Industries, 
during the 1980s. The metalworking industry was the first to sign up for CEBCA’s help. Among 
the main beneficiaries were Acero de Los Andes, and Siderúrgica Ecuatoriana (SIDEC), the Nail 
Company of Ecuador and the Fishing Packing Company in Manta, Fundiciones Figueroa and the 
Pinturas Condor, Ideal Alambrec, CEDAL, Tubasec, and Tuberías de Latacunga (Fedimetal, 
2013; Cruz, personal interview, 2013). 
 CEBCA’s greatest accomplishments were the insertion of components manufactured in 
Ecuador in two of the largest state projects: the Paute hydroelectric plant and the Esmeraldas oil 

                                                      
31 Decision 120 of the Andean Pact created the Sectoral Program to Develop the Automotive Industry on September 13, 
1977. The Program expanded the market scope of automobile assembly lines in the region by dividing brands across 
countries and providing each brand with free access to the entire regional market. The program provided a powerful 
incentive for Andean States to partner with the auto industry to take advantage of the expanding regional market.  
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refinery. In both cases, CEBCA promoted national companies as key suppliers of value-added 
products. 
 During the Hurtado administration (1982-1984), CEBCA started to charge its 
beneficiaries a percentage of the costs of its studies. Before this decision, CEBCA’s services were 
funded mainly by international cooperation. Its mandate did not change during the first neoliberal 
reforms under the Febres-Cordero administration, in part because the Minister of Industries at the 
time, Xavier Neira, was well acquainted with CEBCA’s services to Ecuadorian companies. 
During his tenure as Director of the Guayaquil Chamber of Industries, Neira had provided an 
office to CEBCA to service its own members (Cruz, personal communication, 2013). The 
partnership did not last long. The Febres Cordero administration (1984-1988) relaxed CEBCA’s 
mandate to insert national components into public construction projects.  President Febres 
Cordero did not amend the law, but created “Executive Units” attached to the Presidency. These 
units were project-oriented offices, exempted by presidential decree from complying with 
existing laws to include national components in public projects (Cruz, 2013). 
 CEBCA kept its mandate until 1992, when social-democrat Rodrigo Borja finished his 
presidency. Until then, by law, all state projects had to have CEBCA’s disaggregation report 
before starting procurement processes. The metalworking industry depended on these reports to 
have opportunities to produce some of the inputs in state-funded initiatives (Pavón, personal 
communication, 2013). This was especially true during the difficult 1980s when the main client 
for metalworkers was the state. 

During the 1980s, Fedimetal members covered 60% of the national demand for 
metalworking and basic industries production. Additionally, their exports took off in the Andean 
Region. They started exporting to Colombia and Venezuela, which now account for 35% of their 
external market (Fedimetal, 2013). Subsequent administrations followed the precedent but did not 
move to close the agency. It was not closed until 20 years later, in the year 2000, when the 
financial crisis reached its highest point during the Jamil Mahuad administration (Cueva, 2013; 
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Cruz, 2013). The idea of active state involvement in developing basic industries was reactivated 
after the second inauguration of President Rafael Correa, in 2013.  

 
The National Competitiveness Council and CORPEI 
Immediately after Minister Mauricio Pinto stepped down in 1994, his successor, José 

Vicente Maldonado, embarked on upgrading industrial policy by creating a public-private body to 
discuss industrial policy in transparent, broad terms. The new institution was called Consejo 
Nacional de Competitividad (CNPC). It was created to embrace a new era of horizontal 
production development policies, leaving behind vertical industrial ones, in particular those of the 
ISI kind. 

CNPC worked on the assumption that no bureaucrat could be better than businesspeople 
at knowing what is needed to improve production (Maldonado, personal communication, 2013). 
High-profile entrepreneurs and consultants populated the CNPC. One of its most memorable 
directors was Isabel Noboa Pontón, president of NOBIS Consortium and heiress of Luis Noboa, 
the most powerful economic tycoon during the 1970s and 1980s. She served during the Mahuad 
administration in the difficult years immediately after dollarization and then with Mahuad’s 
successor, President Gustavo Noboa. The Council discussed private-sector proposals, 
requirements and demands and ordered diagnostics and market research analysis about different 
sectors’ needs to improve their competitiveness and   international market prospects.  

In 1997, an additional agency was created to facilitate and implement the ideas developed 
in the Council and the Ministry of Commerce and Industrialization. CORPEI, the Export and 
Investment Promotion Corporation, was created as a public-private institution to study different 
market scenarios for Ecuadorian products, lobby for trade liberalization and support defense 
strategies for Ecuador’s exports (CORPEI, 2013). The trade liberalization strategy followed by all 
governments from 1996 to 2006 forced the agency to multiply its capabilities and extend its 
personal to support all these needs. CORPEI technocrats were at the forefront of bilateral 
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negotiations for an FTA with the United States, and they kept the same role during the EU-
Andean Community negotiations.  

CORPEI became the vehicle for implementing production policy, and the 
Competitiveness Council coordinated private-sector needs and demands directed to the central 
government. CORPEI became the backbone of the new commercial policy displacing traditional 
industrial policy and also the agency with the most leverage to bridge the gap between public 
institutions and private-sector interests. In sum, CORPEI represented, during the 1990s and 
2000s, what CENDES represented during the 1960s and 1970s.  

Institutional re-organization to promote industrial policies had dramatically simplified in 
scope, as Figure 5.13 demonstrates.  

Figure 0.13 Institutional framework 1997-2006 
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The institutional setup provided a strong relationship with the Chambers, since they had 
formal representation with the power to vote at the Foreign Trade Council, headed by the 
Minister of Trade. Other organizations that were still active and had been important in the 
previous phase, such as SECAP and INEN, lost status and effective linkages to the state’s central 
management. 

Under Correa’s government, institutional arrangements were reversed and became 
complicated once again. Like a pendulum’s swing, the new political coalition gathered around 
Correa recreated some organizations from the 1960s’ political landscape and created many others 
with unclear connections among them. For instance, the new Planning Body (SENPLADES) 
became responsible for policy-making, while sectorally, new Coordination Ministries competed 
for the same attributions, giving the Presidency the role of undisputed arbiter. Ongoing disputes 
among ministries, coordinating ministries and SENPLADES made Correa’s institutional 
framework for industrial policy a continually moving target. Key policy institutions lost relevance 
within the system in favour of other institutions whenever there were shifts in key office-holders. 
Thus, at the beginning of President Correa’s administration in 2007, the implementation of 
industrial policy was mainly in the hands of the Ministry of Industries. Just a year and a half later, 
that responsibility fell to the Production Coordination Minister. This leadership remained intact 
for two consecutive office holders in the ministry. However, leadership changed again in 2011, 
assigned to the Office of Vice-President Jorge Glas. 

Figure 5.14 attempts to capture the complex institutional framework during President 
Correa’s administration from 2007 to 2010, and how industrial policy leadership became 
centralized in the President.32 The Minister Coordinating Production, SENPLADES and the 
Minister of Industries lobbied for control over programs and implementation. The CFN has been 
re-authorized to finance large credit investments. The Chambers of Industries were left out of any 
                                                      
32 The time horizon for this study ends in 2010, however President Correa continued making changes to this chart until 
his third administration that started in 2013. 
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formal channel of influence, although influential entrepreneur groups have had personal access to 
policy-makers to sort out short-term crises as in 2008. Importantly enough for industrial policy 
purposes, the Chambers lost seats with voting rights on the Council of Foreign Trade (COMEXI) 
in February 2008 (COMEXI, 2008). The National Competitiveness Council survived briefly; it 
was attached first to Presidency and then to the Ministry Coordinating Production. In 2010, 
CORPEI became an NGO, providing export and investment services to the private sector, with no 
official ties to the Government. 

Since institutional change under Correa’s administration is still in the making, the 
organizational chart presented below is a snapshot of the changes that took place from 2007 to 
2010 to support the new wave of protectionist industrial policies.  

Figure 0.14 Institutional framework 2007-2010 
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For instance, the Competitiveness Council disappeared after 2009, but CORPEI still 
served as a public-private agency doing consultancy and trade promotion until 2013, when the 
long-standing Industrial Promotion Law was finally shelved. However, other agencies were 
added into the organizational flow of industrial policy: the Ministry to Coordinate Human Talent, 
the Secretariat for Science and Technology and later Yachay University (Andrade, 2015). As 
Figure 5.14 shows, Correa’s organizational grid administering industrial policy became more 
complicated than the 1970s framework ever was. In this sense, President Correa departed 
substantively from East-Asia’s successful cases such as South Korea or Taiwan. There, leadership 
and discretionary power of agencies in charge allowed a rapid learning curve, amending errors 
and improving policy along the way (Chang, 1997; Wade, 2006).  
 
Conclusions 

This chapter has summed up the changes experienced by both countries in the thirty years 
following peak ISI policies during the 1970s. Peru and Ecuador faced the same external pressures 
during the 1980s: the downward price of commodities, the debt crisis and the ascendance of 
neoliberal ideology in IFIs, expressed in the summary of policy prescriptions called the 
Washington Consensus. Though external conditions were the same for both countries, this 
chapter demonstrates their remarkable divergence in policy instruments and, most importantly, in 
the institutional frameworks supporting each country’s manufacturing sector. It also described the 
extent, pace and specific mechanisms of how protectionist industrial policy transformed under 
neoliberal guidance.   

The 1980s witnessed dramatic divergence in policy paths for Ecuador’s and Peru’s 
industrial policy. Peru started its departure from ISI protectionist policies as quickly as the 
democratic era started, with policy instruments subsidizing national manufacturing through tariff 
protection and moving decisively away from state-directed manufacturing development towards a 
more market-oriented approach. In contrast, Ecuador did not dismantle the ISI model for a 
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decade, despite numerous economic crises straining fiscal limits. Though the two countries flirted 
with heterodoxy (Peru, 1985-1988) and with orthodoxy (Ecuador, 1984-1987), a long-term view 
of the trends followed by both countries confirms their diverging policy initiatives for 
manufacturing. The departure deepens during the 1990s and 2000s, when Peru consolidated a 
neoliberal model of export-oriented development policies while Ecuador had an uneven, conflict-
ridden experience with the same reforms, only to end up reviving the ISI model when a left-
leaning coalition won the presidential elections in 2006. 

The following chapters will discuss the rationale for this departure and will advance an 
explanation as to why actors and institutions intertwined to create different policy trajectories 
consolidating long-term patterns of industrial policy evolving since the early 20th century. Using 
comparative historical analysis, the next chapters offer a new interpretation of why Peru locked in 
a more liberal model of industrial policy while Ecuador reversed the liberalization process. The 
long-term view of the unfolding of ISI policies helps understand the complex transition from a 
protective industrial policy (such as ISI) to a different type of policy called systemic 
competitiveness (Haussmann, 2008).
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Chapter 6 

Peru: When the reaction becomes path dependent 
The Washington Consensus lost strength in Latin America in the 2000s but the 

Lima Consensus is still resilient and stronger than ever. Much of the 
Lima elite supports – and vehemently - an ultraliberal economic model. 

Steven Levitsky, 2013  
Since the 1950s, industrial policy became paramount for late developing countries such 

as Peru and Ecuador. Even though both countries had been somewhat successful as commodity 
exporters, industrial development became synonymous with progress, economic independence, 
social inclusion and expansion of domestic markets. A complex relationship linked ideas, 
interests and actors, to make Import-Substitution Industrialization policies a reality. But ISI was 
short-lived in the case of Peru. Why was it short-lived? How did public, social and economic 
actors organize to dismantle it? What type of veto points were built into the new policies and 
why? Moreover, how did neoliberal reforms become institutionalized over time? 

Peru is a good case to seek answers for these questions and conduct a controlled 
comparison with the neighbouring case, Ecuador. For one thing, industrial policy has been 
studied extensively in Peru, far more than in Ecuador. Marxist theories had emphasized 
imperialism and the international pressures that had impeded industrial transformation (Quijano, 
1971). In a more sociological vein, Fritz Wils (1979) analyzed the long march to industrialization 
amidst the class struggle dominated by the oligarchic state of the early 20th century. Wils noted 
how the export-oriented model, set within an extremely small domestic market, made it difficult 
for any industry to thrive. Among economists, Javier Iguíñez (1981, 1992) offered detailed 
analyses of the evolution of industrial policies from the 1970s until the 1990s, including the 
phasing out of Velasco’s import substitution industrialization policies. More recently, but in the 
same line of analysis, José Távara (2010) exposed the vulnerabilities of Peruvian industry in the 
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liberal era and the lack of cohesive industrial policies after the 1970s. Interest-group approaches 
on the state provided insights about interest-group formation by studying the rise of economic 
groups in Peru and more specifically, the power of industrialists over economic policy-making, 
even before the 1970s. Undoubtedly, the leading scholar in this area is Francisco Durand (1977, 
1982, 1994). Durand’s scholarship showed a state persistently captured by the interests of the 
dominant groups, even when the political coalitions that won elections offered different 
platforms, as in the cases of Alan García, Fujimori and Ollanta Humala (2013). 

However, the long-term process of dismantling ISI has not been entirely explained. 
Informed by historical institutionalism, this chapter builds on these previous works to offer a new 
angle to the narrative as to why Velasco’s import substitution industrialization policy was 
dismantled so quickly and how neoliberal policy became institutionalized over the subsequent 
three decades, regardless of the leader in power. Peru’s experience reflects an almost perfect path-
dependent mode, of the reactionary type.  

This chapter identifies three main reasons for the rapid policy conversion and the 
subsequent consolidation of neoliberal approaches to industrial policy. First, time and the 
sequence of events played an important role in determining path dependence and the reaction 
sequence that followed Velasco’s critical juncture. Velasco’s ISI experiment started too late 
compared to its regional counterparts, including Ecuador. Furthermore, an adverse international 
context in the late 1970s provided additional incentives to halt state intervention and empower 
private-sector actors. The international debt crisis only added fuel to the trend already under way. 
Had Velasco and his successor had enough fiscal resources to continue their project of state-led 
industrialization, the lifetime of some institutions and programs would have been extended, 
though perhaps under authoritarian conditions. 

Second, agency was vital in overcoming protectionism and the institutions that upheld it. 
In the midst of a weakening state during the 1980s, actors mobilized quickly to enhance their veto 
power over the policy process, seizing every opportunity to eliminate previous rules and create 
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new rules of their own making. Over time, a consensus developed among industrialists and 
private-sector actors that gave them the upper hand in the policy-making process. The positive 
gains of an early legal reform in 1982 and the shocking experience of demand-driven incentives 
during the first Alan García administration reinforced their capacity to shape industrial policy.  At 
the end of President Fujimori’s decade in power, the economic elite had become a veto player 
that prevented any reversal of reforms. 

Third, historical legacies played a significant role. Looking for answers to the divergent 
outcomes of Ecuador and Peru after their respective ISI experiences, the research shows the 
utility of building explanations using longer timeframes. As Pierson (2004) suggests, “the full 
process may not be visible unless the analysis considers a very substantial stretch of time” (p. 96). 
The long-term trajectory of industrial policy in Peru was a good predictor of what was about to 
happen after the 1990s reform and its consolidation during the 2000s. In essence, Peru had 
returned to liberal economic management, embedded since the beginnings of the modern 
Peruvian state at the turn of the 20th century. Velasco was just a significant anomaly in Peru’s 
extremely liberal state-building. Direct business-sector intervention in economic policy-making 
was already institutionalized before Velasco. Private-sector participation was expected and 
encouraged up until Velasco seized power in 1968. These two facts clearly generated self-
reinforcing dynamics and eventually a backlash to Velasco’s policies, since the latter constituted 
a radical departure from what the actors had come to expect.  

The following chapter explains how these three variables laid the basis for Peru’s new 
industrial policy under the umbrella of Productive Development Policies (PDPs) while offering a 
more detailed account of the rationale for changes and the views behind them. The chapter will 
discuss the rationale for changes in each decade: the 1980s, the 1990s, and the 2000s. The final 
section will provide an overall assessment of institutional changes and the explanation of how 
Velasco’s critical juncture and its aftermath fit into the overall industrial policy trajectory in Peru. 
Table 6.1 provides an overview of the governments discussed in this chapter.  
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Table 6.1 Governments in Peru, 1980-2010 
President Term in office President’s Party Type of Party/ 

Ideological leaning 
Fernando Belaúnde 1980-1985 Acción Popular Centre-right 
Alan García 1985-1990 APRA –Acción Popular 

Revolucionaria 
Americana 

Populist/ Centre-left 

Alberto Fujimori 1st term: 1990-1995 
(included an interim 
auto-coup 1992-1993) 
2nd period: 1995-2000 
3rd period: 2000-Nov 
2000 

Cambio 90 Populist/ Centre-right 

Valentín Paniagua 2000-2001 Acción Popular Centre-right 
Alejandro Toledo 2001-2006 Perú Posible Centre 
Alan García 2nd term: 2006-2011 APRA Centre-left 
 
Context: Timing and sequence 

Timing and sequence are keys to understanding the process of transforming any policy 
(Pierson, 2000). This case is no exception. As Levitsky and Way (2015) put it, the question is not 
only what changes were made but when (p. 105). Comparative Historical Analysis emphasizes 
the extent to which the causal mechanisms reproducing institutions depends heavily on the order 
and pace of events within a policy process. The sequence of events sometimes triggers causal 
reactions and, at other times, creates a strictly temporal order where every new event counts 
towards the outcome (Mahoney & Falleti, 2015, p. 217). Moreover, the extension or duration of 
critical events can set constraints on future pathways a policy can take (p. 222). Simply stated, the 
historical context, the length of Velasco’s ISI intervention and the order of events preceding and 
following his years in office largely explain the pace and depth of industrial policy reform under 
neoliberalism. 

 Starting with the historical context, Velasco’s attempt to speed up manufacturing 
development in Peru came very late compared to other countries in Latin America, including 
Ecuador. This meant the international environment that once supported manufacturing policies – 
from ECLAC to USAID – were moving in a different direction when his revolutionary Law of 
Industrial Promotion was enacted in 1970. Moreover, abrupt property seizures and 
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nationalizations during the Cuban Revolution and Chile’s Socialist government under Allende in 
the early 1970s multiplied fears that Velasco’s progressive regime would do the same.  The 
window of opportunity for ISI was rapidly closing in the 1970s, when the oil shock and the 
industrialized economies’ crisis pushed commodity prices down. By the end of Velasco’s tenure, 
Peru was again vulnerable to external shocks, before it achieved economic diversification by 
increasing manufacturing output for domestic and international markets. Its economic prospects 
downturned just around the same time when international debates about the state’s role in driving 
economic development became widespread, providing arguments for neoliberal advocates 
(Instituto Libertad y Democracia, 1979). 

Second, the length of Velasco’s tenure as head of the Peruvian state was too short to have 
an impact on the institutional setting in the long run. Velasco’s abrasive strategies – including 
expropriations and deporting critics – unleashed a forceful reaction from the very same group 
who were the direct beneficiaries of his policies, the industrialists. Not surprisingly, all 
interviewees in Peru (N=28) pointed unreservedly to Velasco’s ISI policies as a critical juncture 
that initiated the liberal backlash against any type of industrial policy in the three following 
decades. However, the same interviewees hesitated to put the blame on Velasco alone. Some (13 
out of 28) felt the economic elite facilitated this backlash by boycotting manufacturing 
investment. Others (13 out of 28) felt that it was the authoritarian Socialist character of his 
intervention that ultimately brought its own demise. Nevertheless, Velasco’s tenure constituted 
the critical juncture par excellence in the history of industrial policy in Peru; the pinnacle of state 
dirigisme. 

In addition to the order of events preceding Velasco’s experiment, this administration 
was too short (1968-1975) for changes to be institutionalized or for social support for ISI to 
consolidate. Important grassroots stakeholders such as unions, industrial workers did not 
participate at all in Velasco’s ISI project. Despite the fact that many of them benefited from 
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Industrial Community and share ownership of manufacturing companies, they never rallied in 
favour of continuing them (Balbi, 1989; Pasara, 1983). 

Finally, the order and sequence of events impacted the way that neoliberal reform of 
industrial policy unfolded. As suggested by Mahoney & Falleti (2015), the process of dismantling 
ISI policies under neoliberalism followed the temporal order where policy actions were 
important to determine the outcome, but not sufficient to explain it (p. 217-218). In other words, 
every industrial policy decision, from enacting laws to implementing instruments (e.g., tariffs, tax 
exemptions, credit, and the way state institutions controlled such policies), became important to 
explain initial support by beneficiaries, but also the reaction against those policies in the 
aftermath. For instance, in the decade before Velasco took office, Peru experienced the first wave 
of ISI policies. The process to approve the 1959 law was highly participatory. A corporatist body, 
called Council of Industries, governed its implementation, creating veto powers for industrialists, 
the main beneficiaries of ISI policies (Law 13270, 1959). This preceding decade exacerbated 
expectations for stakeholder participation in industrial policy-making when Velasco took power. 
However, Velasco went in the opposite direction; he centralized policy design and curtailed 
private-sector access to decision making (Cleaves & Pease García, 1983; McClintock, 1983). 
Industrial policy in general, not to mention the ISI type, was tainted by its association with the 
military experiment. The paradigm shifted quickly thereafter. 

Hence, the initial context for ISI in Peru set a precedent that, in practice, made Velasco’s 
brand of Import Substitution Industrialization untenable. As described in Chapter Four, the 
backlash against ISI policy followed a temporally-ordered sequence (Mahoney & Falleti, 2015, p. 
219). It started as soon as Velasco stepped down, during the succeeding military administration. 
Every setback in the process of unwinding state dirigisme in the manufacturing sector reinforced 
incentives among the business community to move towards a liberalized approach to productive 
policies. The first reaction against Velasco’s policies came when his successor, General Francisco 
Morales Bermúdez, halted implementation of industrial communities. Reaction kept building up 
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among business associations when General Morales lagged in reforming ISI policy and continued 
running deficits and inflationary policies. 

Morales’ neglect backfired. Industrialists looked for an immediate opportunity to upend 
Velasco’s ISI policy (Durand, 1994). The first democratically elected president, Fernando 
Belaúnde, reformed the military’s industrial law in 1982. However, the definitive turning point 
for ISI policies and any industrial protection policy arrived in the following administration led by 
Alan García from 1985 to 1990. The initial application of heterodox policies to boost demand – 
and therefore national production – overheated the economy, created hyperinflation, increased 
trade deficits and destroyed the economy. When García opted to nationalize banks in 1987, the 
measure moved trade associations to create a peak association – Confederación Nacional de 
Instituciones Empresariales Privadas (CONFIEP). It represented all business sectors, including 
the powerful groups that briefly enjoyed privileged access to García, the so-called “12 Apostles”. 
In a way, Alan García’s first-term heterodoxy sealed the deal for business organizations. They 
vowed never to return to interventionist policies. García’s minor attempt at changing the 
neoliberal course ended up reinforcing the path already in place since Velasco stepped down 
(Romero; Alarco, personal communications, 2013). 

By the beginning of the 1990s, globalization and trade liberalization swept the globe, 
providing an additional incentive to the Peruvian elite to galvanize neoliberal reform. Moreover, 
the Andean Pact – a regional organization created in 1969 to boost regional integration and 
economic development – experienced a radical makeover, leaving behind industrial protection 
measures and opening the door for market liberalization and increased economic 
competitiveness.33 The stage was set for a new administration ready to sweep away the old brand 

                                                      
33 Five countries founded the Andean Pact in 1969: Colombia, Ecuador, Peru, Chile and Bolivia. Progressive military 
or civilian governments led all these countries at the time. Chile exited the union after the military coup led by General 
Augusto Pinochet. Venezuela joined the Pact immediately after, in 1973. During the 1990s, the Pact changed its name 
to Andean Community, to reflect its new mandate to build a regional common market without trade barriers. 
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of protectionist industrial policies. The Fujimori administration harnessed all the favourable 
conditions for shock therapy, including fully dismantling industrial policy. 

To sum up, the timing, extent and character of the critical juncture triggered a vigorous 
backlash once Velasco’s tenure ended. As Mahoney (2004) explained, “reactive sequences are 
chains of temporally ordered and causally connected events… each event in the sequence is both 
a reaction to antecedent events and a cause of subsequent events” (p. 526). Hence, a fragmented 
and internally-divided industrial sector reacted forcefully to eradicate ISI policies, joining forces 
with other private-sector associations to create a new consensus. They proposed a new generation 
of production policies in which peak associations and the private sector could have direct 
mechanisms of participation – albeit informal ones – while keeping state intervention to a 
minimum. As Mahoney anticipated (2004), this reaction process became path dependent and was 
reinforced over the subsequent three decades. 
 
Actors: The Lima Consensus 
 Peru’s political economy was open to change at the end of the 1970s. In addition to 
political defeat of the left-leaning military government, economic crisis figured into the equation. 
Internationally, monetarist policies championed by Prime Minister Margaret Thatcher in the UK 
and President Ronald Reagan in the US had already picked up steam within IFIs such as the 
World Bank, the IMF, and the Inter-American Development Bank. Domestically, the military had 
overspent income from the extraordinary commodities boom during the early 1970s, and pushed 
their economies into deep economic crisis and acute fiscal deficit (Wise, 2003).  

Notwithstanding changes in the international environment, the underlying reason forcing 
domestic institutional change was essentially political. Protective industrial policy success had 
always depended on the extent to which states could impose their vision and discipline on their 
main beneficiaries for considerable periods of time, as countries in the Asia-Pacific can testify 
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(Amsden, 1989, Change, 1994, Wade, 2006). In Peru, all of these conditions were absent. 
Velasco was the only head of state truly committed to a full-fledged industrial policy experiment. 
His predecessors had tested the policy a decade before, but they never intended to impose a state-
led industrial expansion. If anything, they were mostly interested in enticing national or 
international investors to do the job. Then, political instability and sectarianism prevailed in 
Peruvian politics, even inside the military. For instance, Velasco was deposed by military 
factions, wary of his anti-capitalist stances. Divisions and instability were also prevalent in trade 
and business associations, depending on where they stood with respect to government handouts. 
However, by the end of the 1970s, the long military decade had alienated many social groups, to 
the point where even historically-marginalized social groups such as peasants, indigenous and 
union workers, who benefited from Velasco’s policies, organized to demand a return to 
democratic rule (Collier & Collier, 1991, p. 481). Most importantly, traditional disagreements 
among trade and peak organizations in the private sector started to heal after the end of 
authoritarian rule. In this new era, these organized actors mobilized heavily for effective 
participation in the policy process and a dramatic change in state-led economic policy, especially 
industrial policy (Ross Schneider, 1999; Durand, 1982). 

Agency is critical to understanding the transition in Peru. The way that the policy’s main 
stakeholders interacted with the state ultimately determined the course of reforms and even their 
relative effectiveness. In other words, ISI policy dismantling and the path towards a new type of 
productive development policy resulted from specific arrangements made by the principal 
stakeholders during these 30 years. However consensus for reform did not arrive without conflict 
Comparative studies of East-Asian industrialization stressed the importance of public-private 
partnership for industrial policy to be effective (Chang, 2009; Wade, 2006; Evans, 2000). Such 
partnerships did not materialize easily in Peru during the reform years, for important reasons. 
Among them, such partnerships necessarily entailed corporatist arrangements threatening 
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democratic accountability and state autonomy (Haggard, 2015; Rueschemeyer, Stephens & 
Stephens, 1992).  

Since 1980, different type of actors – mainly business association leaders, 
businesspersons, politicians, bureaucrats and technocrats – became the main drivers of industrial 
policy change, constantly negotiating policy terms, ultimately changing the institutions serving 
the sector as a whole.  

An important part of assessing institutional change involves understanding the role of its 
actors. Accordingly, in addition to archival research tracing industrial policy decisions, this 
research conducted open-ended interviews with informed policy participants. Underlying this 
research design was Hall’s (2011) assertion that “institutions are instruments actors use to 
negotiate the complexity of the world. Far from dictating particular actions, institutions are seen 
as enabling structures within which actors exercise a robust agency” (p. 217). Hall was keen on 
understanding the capacity of actors to shape and redefine existing institutions.  

Thus, interviews with key participants in the Peruvian context necessarily became an 
essential component of the research design. Findings helped better understand actors’ 
involvement and their level of policy engagement. They discussed their ideas, how they 
participated in policy-making, and their underlying interests. Two sets of actors were interviewed: 
former and current industrialists, including members of trade organizations headquartered in 
Lima and, former and current government officials who participated in institutions implementing 
industrial policy.  

The research yielded three insights about the role of actors in Peru’s industrial policy 
transformation. First, technocrats emerged as the most effective industrial policy change brokers. 
They achieved more influence than elected politicians or middle-range career bureaucrats and 
even industrialists. Second, the ubiquitous presence of technocrats in the policy circles of power, 
the media and business associations heavily influenced public-opinion preferences about the 
direction of economic policy, including industrial policy. Third, this close-knit network of actors 
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– technocrats, bureaucrats, businesspersons – created a consensus around the type of industrial 
policy acceptable to the direct beneficiaries: industrialists and economic groups driving economic 
output in Peru. Ultimately, it is this consensus that became a determining factor in the path-
dependent institutional change consolidating neoliberal horizontal industrial policy. The 
following sections elaborate on these findings. 
 

Technocrats as the main policy brokers 
Actors involved in the last decades of industrial policy transformation can be divided into 

three broad categories for the purpose of this analysis: industrialists, career bureaucrats and 
technocrats. It is worth noting that the direct beneficiaries of these policies, the industrialists, 
have been in constant evolution. As Durand’s (1994) seminal work about the national bourgeoisie 
in Peru explained, national urban-based industrialists as a differentiated class became a reality 
only during the 1960s and 1970s, with the big leap towards industrialization. However, after the 
1980s, economic liberalization and privatization induced deep changes in the economic elites’ 
power structure (p. 183). Sectoral differentiations were no longer relevant and cross-sectoral 
organizations called grupos económicos dominated the private sector of the economy. Business 
people who remained solely invested in manufacturing production continued to lobby for their 
interests through Sociedad Nacional de Industrias (SNI) but their influence significantly 
diminished over time. On top of that, after the 1990s, representatives of grupos gained 
prominence in peak organizations such as CONFIEP, created to consolidate the private sector’s 
position, leaving industrialists as minor players in policy making. 

Bureaucrats, especially middle-ranking career officials, saw their leverage diminished 
after the Velasco administration. As Chapter Four described, Peru’s long-term record of minimal 
state meant that strong, career-oriented public service was never a priority. Traditionally, pockets 
of professionalism and increasing autonomy existed only in the Central Bank and the Ministry of 
Finance when the crisis’ severity demanded expert management in the 1980s (Dargent, 2015, p. 
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91). However, this was not the case in less crucial sectors such as industrial policy, where 
professionalism and career-oriented bureaucrats had ups and downs, depending on the 
government’s ideological leaning. Bureaucrats interviewed for this thesis who worked for the 
Ministry of Industries, ITINTEC and Banco Industrial recalled being empowered by the first 
Belaúnde and the military administrations, then diminished during the 1980s, and finally 
cancelled during Fujimori’s decade in power. They enjoyed some authority and influence only 
during the 1970s. In addition, the number of bureaucrats serving industrial policy institutions 
varied throughout the years. Castillo & Quishpe (1997) monitored the roller-coaster changes in 
institutions such as the Ministry of Industries, which ended the military rule period with 642 
public servants, from an initial number of 180. After five years of stability, the number of civil 
servants in the Industries Ministry rose again during the first García administration to an 
astounding 820, only to shrink to 176 by 1995 under Fujimori (pp. 135-139). 

Most importantly, after Velasco’s administration came to an end, technocrats became 
the most important actors of reform. This new generation of professional economists, usually 
trained by American universities in the new supply-side paradigm, became effective brokers of 
industrial policy change. They were key to moving government officials and private sector 
towards a predictable economic environment where liberal policies reigned. Some of them held 
public positions, sometimes at one of the ministries in charge of industrial policy or at the 
Ministry of Finance (MEF). Some others were more influential at vice-ministerial levels or even 
as external consultants working on projects funded by the World Bank, the IADB or CAF. These 
new class of technocrats increased their leverage by effectively participating in a continually 
revolving door between government positions and the private sector, including some at business 
and peak organizations. For instance, a key spokesperson for a trade association could easily 
become Minister of Industries or Commerce, then return to previous private-sector practice or, 
alternatively, become an international consultant for IFIs in successive Peruvian administrations. 
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The opposite was also possible. Government officials became private-sector advisors or 
trade-association consultants and spokespersons. The revolving door included academic centers 
and think tanks. Pro-market and neoliberal advisors came mostly from Universidad del Pacífico 
and the School of Business Administration (ESAN) and participated in centers such as the 
Peruvian Institute of Economics, the Freedom and Democracy Institute and Grupo Apoyo. 
Almost all interviewees had participated in different roles in this study’s timeframe, so they could 
provide different accounts of the institutional changes they helped create. The revolving door has 
kept the same set of stakeholders relevant throughout this historical period. 34 

Governments saw ministry appointments as the way to reach out to the private sector by 
assigning ministerial posts in different areas such as Finance, Industries (later Trade and Tourism) 
or Production; politicians established strong linkages that prevented future confrontations by 
providing business groups with direct access to power. The revolving door, of technocrats 
assuming important government positions and then moving to the private sector when their 
appointment ended, became common practice. 

Table 6.2 shows the previous memberships of ministers directly responsible for designing 
or implementing industrial policy. During the life span of the Ministry of Industries (MITI) 18 out 
of 21 ministers held a prominent position in the private sector, either as industry managers and 
shareholders or as trade association members or spokespersons. A similar pattern followed when 
the Ministry of Production was created in 2002. Out of 10 ministers, eight had similar profiles 
and connections. The same could be said for the Ministry of Commerce, active since 2002. 
Numbers overlap because some prominent ministers have had more than one revolving-door 
experience. They were either prominent businesspersons or active members of trade or peak 

                                                      
34 Perú Económico has surveyed the most about the main economists and technocrats since 1990. In the last 25 years, 
Hernando de Soto has invariably ranked first, but also Roberto Abusada, Javier Silva Ruete, Jorge González Izquierdo, 
Fritz DuBois and Pedro Pablo Kuczynzki, all holding important government positions and participating in industrial 
policy reform.  
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organizations. Many of them are recognized for both, in addition to their role as analysts in media 
organizations.  

Table 6.2 Public-private career overlap, 1980-2010 

Area Number of 
ministers 

With active 
membership in 

trade associations 
Prominent 

entrepreneurs 
With active 

membership in 
think-tanks or 

academia 
MITI (Ministry of 
Industries, Trade, 
and Integration) 
1980-2002 

21 6 12 7 

Ministry of 
Production  
2002-2010 

10 6 2 1 
Commerce and 
Tourism 
2002-2010 

6 3 3 2 
 

In Peru, the pattern included technocrats with strongly-held ideological positions who 
actively participated, not only in the revolving doors of private sector / public service but also in 
forming think-tanks and public opinion favourable to liberalization. Through their participation as 
analysts in mainstream media outlets, universities, and international conferences, they steadily 
created an epistemic community that pushed consistently to preserve the reforms so zealously 
made during the 1980s and 1990s.   

One of the first visible members of this new type of technocrat was Roberto Abusada.35 
He became a neoliberal reform advocate in the late 1970s. He was an economic advisor on trade 
during the Morales Bermúdez regime, but he also served during the Belaúnde administration. He 
currently leads the Instituto de Economía Peruana (Peruvian Economy Institute) and has advised 
different governments since the 1990s, most notably Alberto Fujimori’s. Interestingly enough, he 
is one of the few actors whose role spans this study’s entire timeframe. For three decades, 
Abusada has been influential in shaping public opinion, and advising peak associations about how 

                                                      
35 Abusada holds a PhD in Economics from Cornell University. He has also studied at Harvard University. He leads the 
Institute of Peruvian Economy. 
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to eradicate protectionist policies once and for all.36 His view, that the most important industrial 
policy is trade liberalization, has prevailed in Lima elite policy circles. 

Once the military regime ran out, our new trade policy contributed to resurrecting the economy. 
Industrialists were fed up with having to register manufacturing products, having to trade and even 
to bribe for import authorizations, so the answer had to be trade liberalization. Only value-added 
created in-country could determine effective protection rates. That was my view and still is. For that 
reason I have been trashed by unions, by the left, and by some political parties (personal 
communication, 2013).  

Manuel Romero Caro is another remarkable case of a technocrat who influenced policy 
over 30 years. He worked from 1971 to 1980 in COFIDE, the single most important credit 
institution, which financed large industrial projects for SOEs and private ventures. He went on to 
be its general manager. During the 1980s, Romero Caro served for one year as President García’s 
Minister of Industries and Commerce as an independent appointee and, later, as President of 
COFIDE. He left public service to found Gestión, the first business-oriented media outlet. The 
outlet had also a consultancy firm advising the private sector and peak organizations during the 
1990s. After Romero sold his stock in El Comercio Group in 2006, he joined the board of 
directors of an important economic group in Peru: Bentín Group, later Bacus & Johnston SAA. 
As Minister, he had a fluid relationship with the private sector, made possible by his experience 
in providing credit to large industrial sectors at COFIDE. In his newspaper columns, he has 
fiercely fought any attempt to increase state intervention. His remarks about the rationale for 
neoliberal industrial policy change are self-explanatory. 

In Peru, we have strong opposition to any deviance from the model. The origin of this hostility is a 
strong response to a history of violating the rules of the game. You even touch on the topic of the 
return of the state, and the private sector cries ‘foul’. So, we went to the other extreme, wanting not 
to regulate anything. Therefore, we have no industrial policy (Romero, personal communication, 
May 2013).   
There were also economists who advocated in the opposite direction. An epistemic 

community, seeking industrial policies maintaining a balance of forces between state and private 
                                                      
36 Peru 21, a leading liberal-leaning newspaper, named him one of the most influential economists and partly 
responsible for the1990s economic boom.  
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sector through regulatory measures and increasing investment in research and innovation, kept a 
consistent voice. Much of this community worked in Peru’s Catholic University while some of 
them were researchers for the Centro de Estudios de Promoción y Desarrollo (DESCO). 37 They 
advocate public investment in education, cluster development and research and innovation. Their 
views are closely in line with what influential industrial policy proponents such as Ricardo 
Haussmann and Dani Rodrik (2008) recommend. The playing field has consistently been adverse 
for this side of technocrats. Apoyo’s annual survey El poder en el Perú has registered the most 
influential voices in public opinion since the 1990s. With the exception of Richard Webb, 
advocates of a non-liberal version of industrial policy have been largely absent throughout the last 
decades (IPSOS Apoyo, 2015). Even though some of them had participated in positions of 
influence with Presidents Belaúnde, García, Toledo and Humala, their points of view have been 
regarded as completely out of the mainstream. 
 

The ubiquity of neoliberal ideas 
A think tank promoting neoliberal thinking, Instituto Libertad y Democracia (Freedom 

and Democracy Institute), opened the discussion about the state’s role in the economy. It focused 
on supply-side policies, highlighting the role of the private sector and markets in spurring 
economic development very early in the democratic era. Since 1979, prominent business leaders 
sponsored ILD’s conferences and speeches. Furthermore, the apparent success of Milton 
Friedman’s ideas in Chile under Pinochet became influential in business circles of Lima. Some 
trade associations and industrialists were quick to condemn the Peruvian military's Socialist 
overtones and to call for a less interventionist approach to industrial policy. 38 

                                                      
37 José Távara, Humberto Campodónico, Javier Iguíñez, Germán Alarco and members of DESCO are distinguished 
members of the “pro-equilibrium” camp. 
38 Milton Friedman was invited by Instituto Libertad y Democracia for a conference in 1979. His speech was widely 
reproduced by the mainstream media (De Soto, 2013).  



 171

Technocrats in the revolving door also had strong leaders supporting the effort within 
trade and peak organizations. Early into the 1980s, technocrats and business representatives 
serving in trade and peak organizations became actively engaged with different governments to 
promote that change themselves, after their disappointing relationships with different 
governments. No business association leader had been more tenacious throughout the period 
under investigation than Miguel Vega Alvear. He was one of the peak organization brokers who 
actively engaged in steering economic and industrial policy towards neoliberal reform. Not 
surprisingly, he was one of the founders of ILD and championed neoliberal thinking even before 
military rule came to an end. He then helped organize CONFIEP, the most important peak 
business organization, which orchestrated the push against García’s policies in the 1988 (Durand, 
1994; Vega Alvear, personal communication, 2013). In the 1990s, Vega Alvear supported the 
Fujimori government when it overhauled industrial policy and moved toward a trade 
liberalization policy. He continues to argue that the best way to promote manufacturing 
development is to open world markets to Peruvian production. Vega Alvear explained how 
important consensus on productive policy was. 

We needed unity to confront a state that wanted to take everything away from the private sector. 
We wanted to leave behind a controlling state that was bad for business, bad for employment, bad 
for trade. We needed to strike down Law 18350 and the very concept of industrial communities 
(personal communication, May 2013).   
Overall, interviews confirmed extensive elite opposition to industrial policy. In fact, most 

participants repeated the mantra: “the best industrial policy is the one that does not exist.” Even 
when they did not agree with the phrase, respondents claimed this sentence best characterizes the 
status of industrial policy after Velasco’s failed experiment during the 1970s. This general 
uneasiness with the concept of industrial policy – much worse with the protectionist brand 
championed by ECLAC and later Velasco – is strong among business associations’ 
spokespersons, technocrats, politicians, and opinion leaders. The elites interviewed recalled the 
alienating character of Velasco’s policies, even forty years after of his tenure. In addition to their 
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involvement in business and trade associations, technocrats enjoy access to mass media since they 
are are frequently called on to comment on and analyse of economic policy decisions. Moreover, 
many of them have op-ed columns in prestigious media outlets such as El Comercio, Expreso, La 
República, and Peru 21. 

Beyond actors specifically involved in policy decision-making, public opinion in general 
continuously favoured neoliberal policies during the 1990s. Only during the difficult years of 
financial turmoil from 1997 to 1999, support for economic reform was lower than 40% (Carrión, 
2006, p. 137). Support for trade liberalization in the 2000s reached 72% while Peru was 
negotiating an FTA with the United States (Apoyo, 2005, para. 1). The context could not have 
been more propitious for building a broad consensus about the line of industrial policy that Peru 
should choose. 

 
Reaching consensus 
For industrial policy to be effective, there has to be at least minimal agreement about 

basic policy features. It becomes stronger when a public-private coalition supports the effort 
(Chang, 2009). Industrial policy success stories are found in places where industrial development 
became a long- term goal for society as a whole (World Bank, 2009, p. 26). Without minimum 
consensus, sectoral policies directly benefiting and involving private sector interests cannot 
survive the test of time. This is especially true for policies that can take decades to bear results, if 
ever, as the Final Report by the World’s Bank Commission on Growth has stated (p. 27). 
Moreover, success stories in East Asia and even Brazil all flourished under the strong grip of 
dictatorial governments: an option no longer possible in Peru or Ecuador after 1980. So, it is no 
surprise that the private sector understood the mistakes that ISI implementers made, and seized 
the opportunity to build a consensus supporting the neoliberal agenda in the long-term, starting by 
dismantling ISI industrial policy. 
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Because of the confrontation between military rulers and industrialists affiliated with the 
SNI, there was widespread mistrust between state and private sector when democracy returned. 
During the 1980s, the private sector tried to strike deals with two consecutive administrations – 
Belaúnde and García – and achieved some of their demands. But when consecutive crises sank 
the country into debt and spiralling inflation, prominent private-sector agents blamed ISI policies 
and protectionism for the economic failure. Competing trade and business associations decided to 
join forces and reached a consensus about deep economic reforms. Their preference was, of 
course, neoliberal reform (Durand, 1994, p. 184).  

Thus, the most significant feature of Peru’s dismantling of ISI policies is that the 
economic elite – including industrialists, the main beneficiaries of these policies – joined forces 
to demand economic reform aimed at liberalization, state downsizing and systemic laissez-faire 
policies. Achieving this consensus started immediately after Velasco’s critical juncture finished, 
and gained momentum when the heterodox experiment by the first García administration failed. 
Early consensus made reactionary path dependence possible and; then consolidated a cohesive 
response in favour of a non-interventionist state. 

In fact, consensus building among business organizations and private companies 
accompanied the first efforts to dismantle Velasco’s policies. The counter-reaction started early 
and forcefully. In the early 1980s, business associations’ – notably the SNI’s – first goal was to 
repeal Velasco’s Industrial Law, and completely overhaul the labour law. They achieved both by 
1982, along with tax incentives for non-traditional exports through CERTEX and for 
decentralized manufacturing investments in areas other than Lima (Iguíñez, 1990, pp. 59-61). 
However, the debt crisis under Belaúnde and the failed bank nationalization under García 
emboldened business organizations to lead demands for liberal reform. Founding CONFIEP as a 
peak organization representing 16 trade and business organizations in 1984 was an important 
starting point to strengthen private-sector capacity to steer economic reforms towards liberalizing 
the economy (Durand, 1994, p. 112). This umbrella organization became very vocal after 
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García’s failed nationalization of banks and the ensuing financial crisis. During the 1990 
presidential elections, CONFIEP and business groups managed to have a candidate who directly 
voiced their most heartfelt interests: Mario Vargas Llosa (Vega Alvear, personal communication, 
2013). They were also confident that candidate Alberto Fujimori could follow the same path of 
neoliberal reforms despite his initial centrist electoral promises (businessperson, personal 
communication, 2013). The reform’s premises were crystal-clear: minimal state intervention and 
market-driven – as opposed to state-driven – economic growth. The Lima Consensus was born.39 

Business and peak associations, media outlets, think tanks and technocrats are among 
many policy brokers who have maintained the neoliberal consensus after industrial policy was 
overhauled by President Fujimori in 1993. And even when dissident voices appeared from time to 
time – the last round of sparring happened during the first year of Ollanta Humala’s presidency – 
the Consensus has managed to retain its hegemonic status in economic discourse and control over 
industrial policy policy making.40 As Steven Levitsky put it, in an op-ed article in La República, 
“the Washington Consensus lost strength in Latin America in the 2000s, but the Lima Consensus 
is still resilient and stronger than ever. Much of the Lima elite supports, and vehemently, an 
ultraliberal economic model” (para. 3). The Lima Consensus meant a strong commitment to keep 
the neoliberal model in place, regardless of government ideological orientation or distributional 
demands from marginalized groups of society that were evident since 2006 presidential elections. 

But how does the Consensus work and why is it relevant to industrial policy 
transformation? The Lima Consensus has the capacity to mobilize public-opinion leaders and 
business organizations to shape every decision of economic policy, particularly policies to boost 
                                                      
39 Steven Levistky (2013) coined the term “Lima Consensus” in a timely opinion piece published in La República 
newspaper while I was doing field research. He outlined sharp criticisms by the business sector, especially peak 
associations, of any measure trying to regulate business during the Humala administration. Among the timid measures 
were regulation of fast food restaurants to include health warnings and portion recommendations and public discussions 
to nationalize REPSOL gasoline distribution in the country. His title is the best summary I have found for the 
arguments discussed in this section. 
40 José Távara, professor at the Catholic University, advised President Humala about a different industrial policy 
direction. He left the government after a year, when it was clear that the neoliberal view was going to prevail (Távara, 
personal communication, 2013). 
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production, in the process vetting those they consider non-market driven or excessively 
interventionist. This informal group’s influence was clear during the 2002 deliberations by the 
Commission to reform the 1993 Constitution’s economic regime 1993. That debate was crucial 
for the fate of the neoliberal economic model. APRA’s Jorge del Castillo led the Commission, as 
the most centrist elected representative. There were three groups of advisors. Humberto 
Campodónico and a group of Economy professors from the Catholic University of Lima took the 
heterodox view. Javier Tantaleán led the APRA-heterodox view. The third group had nine 
members, among them Felipe Ortiz de Cevallos, Augusto Alvarez Rodrich, Javier Silva Ruete, 
Manuel Romero Caro, Claudio Herzka and lawyers Percy Tabory, Hernando de Soto, Raúl 
Ferrero Costa, and Luis Bustamante Belaúnde. All of them advocated maintaining the neoliberal 
tenets contained in Title III of the 1993 Constitution (Congreso del Peru, 2002). The latter group 
managed to dominate the discussions and ultimately achieved their goal of leaving the economic 
model devised by Fujimori untouched. The Economic Chapter contained in 1993 Constitution 
affirms the free character of entrepreneurial activity in a free market economy context in which 
the state focuses basically on job promotion, health, education, human security, utilities and 
infrastructure (Art. 58). The Constitution recognizes economic pluralism and stresses that the 
state could only participate in entrepreneurial activities when a specific law authorizes it to do so. 
In such a case, state enterprises receive the same legal treatment as private companies (Art. 60). 

On the specifics of industrial policy, the Lima Consensus embraced trade openness as the 
“best way” to promote value-added manufacturing through free trade and a simple, low-cost tariff 
structure. Beyond this basic agreement on trade policy, the Consensus has also strongly supported 
competitiveness and export promotion policies. Business leaders and public-opinion leaders 
sustain the Consensus by being permanently attentive to public policy decisions on production 
and investment. As one business interviewee asserted, “public opinion channels are always open 
to what we have to say to defend open markets” (business spokesperson, personal 
communication, 2013). Secondly, the revolving door of technocrats maintained a direct channel 
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to the executive and legislative branches of political power, so public policy decisions were 
subject to continual consultation and reflected business organizations’ demands. Ultimately, this 
created a particular version of concerted industrial policy in Peru that does not emphasize 
manufacturing as the principal sector driving the economy. The new version has two basic pillars. 
First, free trade agreements become the fundamental investment incentive to open new markets 
for Peruvian products. Second, the state organizes export-promotion initiatives with public-
private collaboration. In essence, industrial policy was replaced by production development 
policies (PDPs) that benefit all sectors of the economy equally. The difference is that PDPs are 
mainly private sector-driven; the level of state intervention is decided – either formally or 
informally – among the policies’ main stakeholders and beneficiaries: the private sector. This 
strong connection between beneficiaries and policy-makers and the strong consensus about 
macroeconomic and sectoral policy-making explain the neoliberal paradigm’s resilience in Peru. 

 
A path-dependent transformation 
 Critical junctures are key to understanding whether a change pattern induces positive or 
negative feedbacks. Moreover, critical junctures can move strategic actors to take action, either to 
confirm the direction of changes made at the time or to react against them (Capoccia, 2015, p. 
150). In Peru, Velasco’s critical juncture played the latter role, creating a path-dependent reaction 
against ISI policies. Countless studies concur that Velasco's government marks a before-and-after 
juncture in Peru’s history of state-market relations (Pease García, 1986; Lowenthal, 1975; Cotler, 
1978; Durand, 1994). The interviews conducted for this dissertation confirmed that Velasco’s 
aggressive moves against the private sector triggered a profound sense of alienation. 
 Business’ rejection of Velasco’s policies was immediate and forceful. Their demands 
were straightforward: repeal Industrial Promotion Law 18350 and control labour disputes and 
labour unrest. The inability of Velasco’s successor – Francisco Morales Bermúdez – to offer a 
viable solution to industrialists’ demands, other than a unilateral tariff reduction, embittered the 
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private sector. The new President appointed two prominent SNI members as ministers of 
Industries to appease the private sector, but the move was unsuccessful. After losing trust in 
Morales, industrialists and business organizations moved rapidly to influence the first 
democratically-elected government (Durand, 1982, p. 176). 
 Once the progressive military era came to an end in 1980, the private sector took the 
initiative to control the reforms and relentlessly demanded rapid, drastic changes. They did not 
foresee that their reaction would unleash a powerful reactive process that became path-dependent. 
The path-dependent trajectory started with repeal of the military’s 1970 Industrial Promotion 
Law. The timid counter-reaction (heterodox policies under President García in the second half of 
the 1980s) spurred a second strong contestation from the private sector. This time, the private 
sector unanimously called for radical neoliberal reforms to eradicate hyperinflation, recurrent 
crises and a bloated state. The decisive turn that achieved all these demands came after the 
inauguration of President Alberto Fujimori. From 1991 until 1993, President Fujimori overhauled 
all the remaining protectionist policies from the 1980s and reconfigured the state institutions 
accompanying these policies. After Fujimori stepped down, Peru chose to deepen and consolidate 
the trend already under way and marked a path-dependent consolidation of the 1990s neoliberal 
reforms. The following sections detail how these institutional changes reconfigured industrial 
policy in Peru. 
 
 A new legal framework amid chaos and doubts 

In the early 1980s, discussion about how to reform industrial policy was ambiguous and 
contentious. ECLAC ideas about infant-industry protection and creating national manufacturing 
as the main engine of economic development still circulated in discussions among politicians 
from the United Left, the APRA party and also among some members of the industrial 
bourgeoisie. In the early 1980s, industrial policy was not yet ruled out as a valid strategy for 
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growth, despite inefficiencies created by excessive protectionist measures and deficient export 
strategies (Iguíñiz & Muñoz, 1992).  

SNI and the Exporters Association (ADEX) mobilized against state interventionism in 
production during the second Belaúnde administration (Durand, 1994). The ascent of new 
technocratic actors, with strong supply-side views, contributed to an early victory in dismantling 
the ISI model. The private sector’s newly-found veto power was first put to the test in their quest 
to uproot Velasco’s industrial framework, Law 18350. Law 23407 replaced Velasco’s and 
became the first important defeat for Velasco’s ISI model in 1982. The amended legal framework 
accommodated the most important concerns of SNI and ADEX; industrialists and exporters alike. 
It stood the test of time, with minor modifications, until 2010.  

Still, debate in Congress preceding approval of Law 23407 did not wholly reflect the 
consensus shared by the media, business organizations and most political analysts about the need 
to liberalize trade and dismantle subsidies and protectionist measures. There was some resistance. 
United Left congress members confronted Minister of Finance Manuel Ulloa about the new law’s 
consequences, a position supported by trade unions (DESCO, 1981). The SNI supported reform, 
but still worried about dismantling tariffs too soon (Durand, 1994). Debates about the law 
dragged on for a year, until Law 23407 was finally approved in May 1982. Strong rejection of 
Velasco’s reforms - particularly industrial policy and including industrial communities – made 
the legal change a mission in and of itself.  

The 1982 law completely changed the state’s role in boosting industrial manufacturing, 
and industrialists were happy with the outcome. The new law reduced state participation in 
planning, promoting and protecting national industry, but also stipulated that the state “has to 
harmonize this policy with other sectors of the economy, stimulating permanent dialogue and 
participation among them” (Art. 2). The issue of private-sector participation was a central change. 
The new law resembled Law 13270 of 1959, which included creation of a policy advisory board 
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attached to the Ministry of Industries (Arts. 6 & 7).41 Moreover, industrialists and exporters got to 
weigh in on tariffs and other trade-policy decisions through CONAPA, the National Council for 
Tariff Policy (Arts. 24-28). In this regard, the new law took the country back 20 years and 
smoothly accommodated industrialist interests. At the same time, it left many existing perks in 
place, such as tax credit for exports, CERTEX, and tax incentives to decentralize investment. 

The second radical change was cancelling priorities and classification of industry. In 
Velasco’s Law, basic industries had the highest priority; they were reserved for state management 
unless the government ceded control to private companies. Law 23407 did not specify any 
industries as priority sectors. Instead the Law simply noted the need to stimulate labour and 
capital productivity by “maximizing resources according to Peru’s comparative advantage” (Art. 
1-b). In both clauses of the Law, the neoliberal approach to reform is clear. The first strips away 
the state’s role in industrial development, including state intervention through SOEs. The second 
cites the theory of comparative advantages to confirm the definitive displacement of “basic 
industries” as a building block for autonomous development. The goal of creating winning sectors 
or prioritizing sectors to develop was written out of the law. Article 1, however, did leave the 
door open for the state to promote industry servicing national defense and to coordinate with the 
private sector for natural resource extraction (Art. 1-f, g & h). 

The Law mandated shared responsibility in major areas of industrial policy: avoiding 
unfair competition; promoting exports; building infrastructure, developing small and medium 
enterprises; transfering technology; and decentralizing investment (Art. 1-d, e, j, k, l, & ll). This 
left a lot of room for policy accommodation for the state and private sector to work together. The 
new law was a first attempt to redefine the relationship between the two. Both sides sought a law 
that left the door open to policy accommodation. Table 6.3 summarizes the key features of these 
laws. 

                                                      
41 In the 1959 Law, the consultative body was attached to the Ministry of Promotion and Public Works. 
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Table 6.3 Industrial laws compared: 13270, 18350, 23407 (1982 to 2010) 
Articles Law 13270 (1959) L.D. 18350 

(1970) 
Law 23407 (1982) Law 23407  

(as 2010) 
Focus: 
To promote ongoing, self-sustaining manufacturing 
development, with priority for basic industries. 
Manufacturing is considered essential to guarantee 
economic independence. 
The law is applicable only to value-added 
manufacturing industries, not applicable to agricultural, 
fisheries or extractive industries. No artisanal 
industries, either. 

No 
 

Objective: to create 
institutions to design and 

administer industrial 
policy, including statistics, 
norms, and property rights. 

Determines who gets 
protection and incentives. 

Yes No 
 

Objective: Similar to 
1959, but now includes 
protection of national 

manufacturing 
development and 

increased quality and 
productivity, but no 

longer a priority.  

No 

Implementation body 
The Ministry of Industries, Commerce and Integration 
(MITI) is the institution in charge of designing and 
implementing industrial policy, in line with national 
development plans. 

No 
 

MITI does not existyet, but 
a Direction of Industries is 
created in the Ministry of 

Production and Public 
Works 

Yes 
 
 

Yes, 
 

MITI is in charge, but it 
has a corporatist advisory 

board where SNI has 
seats. 

No, 
 

Since 2002, a newly 
created Minister of 

Production is in 
charge of policy 
implementation  

Extension: 
New or established industries can access the incentives, 
but MITI has to qualify their efforts according to four 
criteria: nationalism, social function, economic 
management and technical advancement. 

Yes Yes No, 
 

Only decentralization 
and investment in distant 
zones qualify for special 

treatment 

No, 
 

Tax benefits for 
investment 

decentralization are 
limited.  

Priorities: 
Priority classification for manufacturing industries 

Yes, only two categories:  
a) Basic-needs menu; 

b) All the rest 
Yes 

 
No 

 
No 

INCENTIVES 
1. Reduced tariff duties  

 
For C ategory A 

 
Yes 

 
No 

 
No 

2. The state promised infrastructure, in addition to 
commercial, financial and technical support to priority 
industries. 

No Yes 
 
 

No 
 
 

No 
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3. Tax exemptions on reinvestments and capitalization 
in manufacturing. 

Yes, 
Mainly for Type A 

Yes No 
 

Yes, 
but limited to 60% 

4. Tax deductions to decentralize investment in areas 
other than Lima. 

Yes, 
Mainly for Type A 

Yes 
 

Yes 
 

Yes,  
but limited to 90% 

5. Preferential credit for industries in the first three 
priority categories with grace periods between 1 to 3 
years and amortizations from 1 to 6 years. 

Yes Yes     No No 

6. Institutionalization of CERTEX: a certificate of tax 
reimbursement for exporting manufacturing goods 

No Yes Yes No, 
 

Repealed in 1990 by 
Fujimori 

7. Financing: COFIDE is the main institution with the 
mandate to provide priority credit to manufacturing  

Yes, 
 

Through Banco Industrial  
Yes, 

 
(included Banco 

Industrial) 

Yes Yes 

EX
CL

US
IVE

 IN
 PE

RU
S L

AW
S 

Registration: mandatory for manufacturing 
products produced in the country. 

Yes Yes Yes Yes 
Industrial Communities: Legal arrangement 
representing stable workers in an industry, to 
manage their assets and interests in the process 
of acquiring up to 50% of total stock in the 
company (not applicable to SMEs) 

No Yes No, 
 

but still mandates 
distribution of 10% of 
profits among full-time 

workers 

No 
 

 

Technology and Intellectual Property Rights: 
ITINTEC founded to sponsor Science, 
Technology and Intellectual Property Rights 
funded by 2% of net profits from the industry. 

Yes Yes Yes No, 
 

in 1992, ITINTEC 
was replaced by 

INDECOPI 
Tariff policy: through selective use of tariffs. 
The National Commission for Tariff Policy 
(CONAPA) is created. Trade associations had  

Yes, 
 

determined by the 
Committee 

No Yes No, 
 

Repealed in 1991 by 
A. Fujimori 

Consumer protection  Yes No Yes Yes 
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While the Law was forward-looking with respect to intellectual property rights, technology 
transfer, and finance, it was less effective at designing state institutions to carry out the new 
industrial policy objectives. As described later in this chapter, many institutions created by the 1982 
Law’s reform were either overhauled or defenestrated by the Fujimori administration. Law 23407 
set the tone for the new era of industrial policy in Peru. First and foremost, the state abdicated its 
position as industrialist-in-chief. However, the state still retained responsibility for planning, 
coordinating and implementing industrial policy. Moreover, it retained the right to control the sector 
by monitoring and registering manufacturing companies that applied for tax benefits and tariff 
incentives. The new Law was not yet completely modeled according to the neoliberal paradigm. 
Protection was still contemplated; the National Council of Tariff Policies (CONAPA) was the place 
to lobby for them. Most importantly, the SNI saw this middle ground as necessary to achieve their 
interests. 

President Fernando Belaúnde aptly defined the restoration of participatory privileges to 
industrialists: “The new law has the prospect to reactivate this sector, unfavourably impacted by 
lack of policy consultation and ill-designed policies that caused manufacturing deceleration, 
harming the economy, and the labour market in particular” (El Peruano, 1982 cited by Iguíñez & 
Muñoz, 1992, p. 61). He was convinced that his law would help restore trust in the system and that 
it would become the incentive to resume investment. Belaúnde’s five ministers of Industries 
committed to eliminating unnecessary red tape for industrial businesses (García, 1988), including 
procedures to obtain tariff protection and credit. For instance, Belaúnde’s fourth Minister of 
Industries, Iván Flores, conceded a “once-only” general restriction on imports of 1,000 
manufacturing products in September 1983 to prevent foreclosures and massive layoffs after the 
recession hit the country the same year (García, 1988, p. 303). Indeed, the relationship with 
industrialists was restored under Belaúnde and the SNI paid homage to this fact by honouring that 
administration’s last Minister of Industries.  
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It is important to stress how the political alliance between Belaúnde’s party, Acción 
Popular, and the centre-right Partido Popular Cristiano worked hard to pass these reforms in 
Congress and weathered strong opposition from the Left and APRA (Sanborn, 1989, p. 107). The 
latter, being Peru's foremost political organization, seized the opportunity to accuse the government 
of betraying Peruvians’ aspirations for endogenous development by opening the doors wide to 
imported goods and taking jobs away from Peruvians (DESCO, 1981, p. 278). 

Notwithstanding the goodwill, the deep ensuing international crisis compounded with a 
natural disaster spawned by El Niño in 1983, whittling away the impact of existing incentives such 
as tax exemptions, CERTEX, and some tariff protections. The manufacturing sector survived 
mainly thanks to exports of non-traditional goods, which suffered less from commodity price 
downturn. 

Alan García put these modest gains in non-traditional manufacturing exports to the test 
when he won the 1985 presidential elections, with an explicit plan to backtrack on orthodoxy. He 
offered demand-side incentives to boost manufacturing production to full capacity and to generate 
employment. His strategy did not change any basic features of the law already in place or the 
organizational framework in charge of implementing it. Rather, he strengthened the Ministry of 
Industries by appointing a powerful economist, Manuel Romero Caro. Under Belaúnde, Romero 
had been director of COFIDE, the main financial institution channeling credit to medium and large 
manufacturing ventures. He knew the sector and how to deal with it. During the first two years of 
demand-driven incentives under García’s administration, the manufacturing sector grew by 16.5 and 
13.6% in 1985 and 1986, respectively. However, gains rapidly withered away in the face of massive 
macroeconomic instability. By 1988, Peru was facing a 3000% annual inflation rate, a fiscal deficit 
of 6.5% and a currency overvalued by 80%, to cite the most astonishing figures (Paus, 1991, p. 
417). García’s decision to nationalize banks in 1988 only aggravated already intractable 
macroeconomic problems and excluded Peru from international lending. The results could not have 
been worse. While manufacturing GDP growth had averaged 3.6% during the decade of military 
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rule, manufacturing GDP during the 1980s decreased by 1% point (BCRP Statistics, 2015). In spite 
of this grim scenario, non-traditional manufacturing exports continued to be around 57-58% of total 
exports, as at the beginning of the decade. Peru was exporting mainly textiles, processed foods, and 
fertilizers in the late 1980s (Atlas of Economic Complexity, 2014). 

As Eva Paus (1991) aptly concluded, the failure to reach consensus was the biggest obstacle 
in García’s heterodox attempt at boosting the economy (p. 425). Instead of a broad, formalized 
dialogue and agreements with the private sector, García tried to entice Peru’s largest economic 
groups into investing in the country. This selective outreach to a small clique of business elites shut 
the door to a broader array of economic actors and even business organizations. The result was 
increasing asymmetry of information that only spurred more doubts about short-term measures 
versus long-term plans. Once again, state agents alienated private-sector actors and triggered a 
strong reaction against non-consultative economic interventions. In the minds of many 
businesspeople, García’s actions were reminiscent of the Velasco years. Industrialists, in particular, 
mobilized fast through CONFIEP to guarantee a united front for the 1990 presidential elections in 
order to avoid new threats and another experiment like the failed APRA presidency (Durand, 1994). 
 

Fujimori’s full-fledged liberalization 
President Alberto Fujimori’s stabilization and structural change package came closest to 

embodying the Peru’s businessmen mantra: “the best industrial policy is the one that does not 
exist”. After winning the presidential election with a pledge to implement gradual economic reform, 
Fujimori opted instead for orthodox stabilization measures; the same strategy that his rival, Mario 
Vargas Llosa had pledged during his campaign (Parodi, 2013, p. 254). The Fujimori administration 
moved quickly in advancing the Washington Consensus reforms. The first two years featured 
dramatic macroeconomic stabilization measures to halt hyperinflation, slash high fiscal deficits, and 
simplify the currency exchange system. Two objectives governed economic reform in Peru during 
those years: to get the prices right by correcting market distortions and to reduce state intervention 
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to a minimum (González de Olarte, 1998, p. 43). Industrial policy was among the first casualties in 
the new administration. 

Similar to what happened immediately after the end of military rule, a combination of 
factors reinforced the drive to dismantle what remained of ISI. First and foremost, the economic 
chaos following the short experiment with heterodoxy under Alan García moved the private sector 
to demand a dramatic change of course. The international context also helped, since practically all 
Latin American neighbours were already experimenting with shock therapy and Washington 
Consensus policies. Second, neoliberal ideology had become entrenched in Lima’s economic circles 
and media. Even though a majority of Peruvians favoured a more centrist platform in the 1990s 
elections, public opinion was overwhelmingly on the side of the neoliberal platform in the first three 
years of Fujimori’s tenure (Carrión, 2006, p. 140).  

It is not that voices opposing shock therapy were absent. Quite the contrary, important 
intellectuals and most notably, all United Left leaders had warned about the unbearable costs that 
drastic economic liberalization would have for the poor (Pease García, 1994, p. 16). Nonetheless, 
fresh memories of Velasco’s overblown experiment in the 1970s and García’s recent debacle paved 
the way for the neoliberal approach of state downsizing. The last, but equally important, factor 
helping Fujimori’s industrial policy overhaul was the majority consensus among industrialists and 
the business sector in general regarding the basics of the new model (Gonzales de Olarte, Abusada, 
Romero, personal communications, 2013). 

The last two elements – ideas and consensus-making – were tightly interlinked. Ideologues 
advocating industrial policy overhaul firmly believed that Peruvian manufacturers had to learn to 
face international competition, or die trying. Carlos Boloña, a key Minister of Finance in this era, 
explained it this way:  

In the productive process guided by the market, the consumer commands. Against common belief, 
producers should not determine what to produce, at what cost, with which factors of production. The 
consumer is the real sovereign who – by purchasing or not – sustains the profits of whoever serves 
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him best and kicks out of the market those who are not providing the goods and services he is willing 
to buy (Boloña, 1993, p. 43).42  
The vision was clear. By limiting the state’s role in production and markets, domestic 

agents would learn to compete nationally and, eventually be ready for international competition as 
well. Those that could not thrive with simple rules, such as a flat tariff rate, would have to perish for 
the economy’s sake. The team behind Fujimori’s early reforms – Hernando de Soto, Carlos 
Rodríguez Pastor, Roberto Abusada, Carlos Boloña – were convinced that state intervention and 
flirting with Socialism had only led to disaster. They were adamant that neoliberal reforms and 
drastic liberalization were the only way (Boloña, 1993, p. 47; Abusada, personal communication, 
2013). 

The dismantling of traditional industrial policy proceeded in three phases. First, tariffs and 
non-tariff barriers were dismantled. The export tax credit (CERTEX) was also eliminated. The 
second move came in 1992, when all subsidized funding for manufacturing channelled by the 
Central Bank of Reserve to productive development banks stopped as well. Along with Banco 
Industrial, most production banks, created during the 1930s, closed their doors. Only COFIDE, the 
Development Financial Corporation, remained standing. In the same year, the Government made 
COFIDE a second-tier bank, in charge of procuring private and international credit for production 
ventures. The third and final phase was downsizing and downgrading institutions that had 
implemented industrial policy in the past, most notably the Institute of Planning, the Ministry of 
Industries, Trade, Tourism and Integration, COFIDE and ITINTEC (later re-launched as 
INDECOPI). 

Legislative Decree 757 became the first pillar of industrial policy reform. Titled the “Legal 
framework to promote private investment growth”, the law stipulated an absolute commitment to a 
market economy grounded in free, open competition and open access to any economic activity. In 
                                                      
42 Carlos Boloña-Behr holds a PhD in Economics from Oxford University. In his dissertation, he studied 100 years of 
tariff schemes in Peru. He was one of the key designers of neoliberal reforms. 
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the same spirit, the state guaranteed a free-market economy. The law stressed the right of every 
individual or company to invest in the economic activity of their preference without restrictions 
other than strict national security considerations (L.D. 757, Art. 2, 3). The following articles laid out 
the rest. They prohibited: price controls, policy incentives skewed for specific types of production; 
or – for that matter – selecting priority sectors for the exclusive operation by the state, 
discriminatory tariffs, credit rates or taxes on certain types of production versus others or certain 
national industries versus international ones (Art. 3-16). In sum, this Decree forbade selective 
industrial policy altogether. 

The law-decree became the foundation for modernizing the economy. While its provisions 
slashed all preferential incentives – tariffs, taxes, exclusive exchange rates and interest rates – for 
manufacturing industries, they also promised the rule of law and mandatory simplification of all 
administrative procedures curtailing private enterprise. It created the Unified Tex of Administrative 
Procedures (TUPA) to guarantee clarity and transparency for any public procedure, simplifying red 
tape for manufacturing and other industries. 

By 1993, Fujimori consolidated the path-dependent trajectory. His administration fully 
transformed traditional industrial policy. The new central policy goal was production as a whole, 
without sectoral discrimination. There was no selection of winners or discrimination against foreign 
investments, much less privileging manufacturing as an especially important sector. 

It is little acknowledged how much the early onset of trade liberalization took industrialists 
by surprise. Peru had lowered the average tariff rates down to 15.7% in just two years, when the 
average tariff rate throughout the 1980s had been 66% (Castillo & Quishpe, 1997, p. 39). Eduardo 
Farah, President of SNI, recalled how the government did not give the manufacturing sector any 
time to adapt. While major business organizations backed the government’s decision, associations 
such as SNI and ADEX, which in 1991-1992 did not support radical tariff reduction, were left 
isolated (Farah, personal communication, 2013). Fujimori’s immediate response was that “probably 
some enterprises would face difficult times, but all of them would have to adjust to competition and 
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efficiency” (Castillo & Quishpe, 1996, p. 9). Moreover, when Carlos Boloña became Minister of 
Economy and Finance, he doubled down on liberalization by further simplifying tariff cuts to just 
three: 5%, 15%, and 25%. Until he took office there was still an exceptional 50% tariff bracket for 
some manufactured goods (Boloña, 1996, p. 111). The tariff overhaul also became the main reason 
to leave the Andean Pact since the new tariff structure contradicted the most fundamental 
agreements on regional trade preferences established by the Pact during the 1970s and 1980s. 
Boloña opined that the move was necessary and that the Andean Pact had to modernize before Peru 
rejoined (p. 178). 

Tariff liberalization did, in fact, put industrialists to the test. They feared immediate 
foreclosures and massive layoffs. But that was not all. By November 1991, the Tax Return 
Certificate for Exports (CERTEX) was eliminated and, with it, one of the most important incentives 
for manufactured exports and other non-traditional exports, which Peru had had in place since 1969. 
ADEX and non-traditional exporters valued CERTEX. It was probably the main instrument they 
fought for during design and approval of the law for non-traditional export promotion in 1978. Even 
during the difficult 1980s, the government maintained this system, as the best way to sustain the 
exporting sector’s vitality (Vega, 1992, p. 26). 

 Jorge Vega (1992) pointed out how incentives such as CERTEX, in addition to tariffs and 
other tax subsidies, resulted in complex schemes that just a few industries could afford to exploit. 
For instance, CERTEX offered a maximum 62% subsidy over the FOB value of exports by 1984. 
However, only a few businesses managed to go through all the administrative procedures required 
to receive the refund. By 1990, taxes burdened manufacturing industry with 28.04% of their total 
production cost. Even when they applied for CERTEX and sales-tax refund, the tax burden was still 
13.25% (p. 36). However, the government compensated exporters with a drawback mechanism 
whereby non-traditional exports could ask for reimbursement of tariffs paid for imported goods 
incorporated into their export products (Duarte, 2011, p. 101). 
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The Fujimori administration accelerated the move against traditional industrial policy. 
Boloña (1994) believed industrial policy was the poster child for wasting state resources (p. 47). 
Fujimori’s auto-coup on April 5th, 1992 only made institutional reform easier. The President 
acquired extraordinary policy-making powers when he dissolved the legislature. In fact, part of the 
rationale for the auto-coup was Fujimori’s need to speed up state modernization to promote 
economic growth (Law Decree 25418, Art. 2). While there were just four major reforms affecting 
industrial policy in 1991, mostly regarding tariffs and tax exemptions, major legal reforms 
proliferated after the auto-coup. After only a month, the administration phased out development 
banks, among them Banco Industrial. All credit operations underway were transferred either to 
COFIDE or to the newly created Bank of Promotion. By June 1992, the Planning Institute – INP – 
disappeared and the Ministry of Industries and the Technology Transfer Institute (ITINTEC) started 
restructuring. By the end of the year, the Ministry slashed out at least half its staff personnel 
(Castillo & Quishpe, 1996, p. 139). Late that same year, ITINTEC had also been dissolved, 
replaced by a new institution (INDECOPI) focused on regulating market competition, intellectual 
property rights and facilitating bankruptcy processes. 

These sweeping changes were completed by the end of 1992 with a set of laws eliminating 
specific tax exemptions for manufacturing, setting out new bankruptcy regulations, laying out a new 
general law for the Central Bank of Reserves preventing it from lending money or setting up funds 
for any production endeavour. Under the new rules, the Central Bank was out of the business of 
lending money to save any productive sector, much less manufacturing as in the past. 

Fujimori and especially his Minister of Finance, Carlos Boloña, dismantled what remained 
of Import Substitution Industrialization policies in just two years. At the same time, they eliminated 
much of the institutional architecture created to support ISI efforts. They did so with little resistance 
from bureaucrats, political parties or even the main stakeholders of this policy, industrialists.43 The 
                                                      
43 Julio Carrión (2006) demonstrated how support for Fujimori’s reforms remained high within the upper and middle 
classes throughout his administration. 
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promise of tax simplification and cost reduction, labour flexibility measures, improving 
infrastructure and modernizing state services staved off dissent, at least among business-sector 
representatives. Conversely, imposition of neoliberal policies was facilitated in a context of 
increasing authoritarianism. The securitization of the state, control over the judiciary and the war on 
terrorism reduced room for opposition from labour leaders, small and medium enterprises, and the 
elite in general (Conaghan, 2005, p. 167; Bowen, 2000, p. 164). 

Industrial policy was reformed by technocrats in isolation from the public at large, although 
in close consultation with CONFIEP about the overall direction of changes during the first two 
years. Jorge Camet, the minister of Industries who implemented the reform, had been President of 
CONFIEP just prior to his appointment as Minister of Industries. In an earnest testimony in front of 
a Commission investigating wrongdoing during Fujimori years, Jorge Camet acknowledged 
CONFIEP’s confidence  in “the type of reforms to the economy that the administration was doing 
before he joined the cabinet.” 44 He also added that CONFIEP, and he personally, had to help 
achieve results (Congreso Nacional del Perú, 2002, p. 4). Fujimori had the power to impose these 
reforms without the private sector, but business leaders such as Camet chose to help him since they 
were happy with the direction of change. Consensus around the new “productive investment 
policies” replacing traditional industrial policies was built around the close public-private 
partnership that only consolidated over time. 

The institutional result was a lean, simplified policy aimed at achieving international 
competitiveness across sectors. There were no subsidies and no incentives for manufacturing or any 
other productive sector. Leveling the playing field included preventing differential prices for 
currency, credit and interest rates. Moreover, institutions serving the manufacturing sector were 
aggressively downsized and restructured. The Minister of Industries remained in charge of 
designing, approving and implementing industrial policy, but the Ministry could do little, if 
                                                      
44 Javier Diezcanseco presided over a commission investigating corruption and influence trafficking charges regarding 
privatization during the 1990s. Jorge Camet testified to the commission for this role as, first, Minister of Industries and 
later Minister of Finance for the Fujimori Administration until 1997. 
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anything, without consulting with the Minister of Finance or the Presidency. In any event, its 
capacity was seriously diminished through downsizing. Research and Development for 
Manufacturing, one of the staples of Velasco and later Belaúnde administrations, gave way to a 
market-oriented institution regulating market competition and intellectual property rights, 
INDECOPI. But the pace of change was so rapid that the government began a trial-and-error era of 
institution-creation followed by institutional dismantling. For instance, ITINTEC was put through 
restructuring in 1993 but, a few months later, the administration changed course and eliminated the 
agency altogether to create INDECOPI. Another case in point was the creation of PROMPERU in 
1993. In the beginning, the idea was to create an agency to boost Peru’s image and promote tourism 
after unflattering international coverage about Fujimori’s coup and the government’s persistent 
human rights abuses (Bowen, 2000, p. 313). However, it soon became clear the agency could do 
little to guarantee favourable international coverage. So in 1997, the agency was reorganized and 
merged with Proinvest, an agency focused on foreign investment.  

Overall, Fujimori’s policy toward manufacturing rested on two premises: macroeconomic 
stability and simplifying / reducing tax burdens. However, neither of these two premises 
specifically targeted industrial production, but applied to all productive sectors on equal terms. The 
regime speeded up its strike against remnants of the interventionist state in a series of legal reforms, 
in less than two years, from September 1990 until December 1992, amid the extraordinary powers 
acquired after the auto-coup that April. By late 1993, the economic features of all systems –
including industrial policy – had changed beyond recognition. This policy demolition left little 
space or time for reaction or rejection, even from a broader spectrum of stakeholders. The goal of a 
lean state became a reality. As Henry Pease (1993) noted, Fujimori became the true reactionary 
response to Velasco (p. 22). 

Business associations at large preferred this new reality, rather than pressing for a new 
scheme of incentives that, first, could backfire in an increasingly authoritarian state and, second, 
could prove counterproductive to the newly achieved macroeconomic stability. Even industrialists 
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such as Eduardo Farah, SNI President, who resented drastic tariff liberalization, welcomed the 
reduction of red tape (personal communication, 2013). 

 
The politics of cluster development and export promotion 
The Fujimori government fell in late 2000 amidst serious accusations of corruption and 

abuse of power. The subsequent interim government of Valentín Paniagua opted to keep the same 
neoliberal approach to economic management. Selecting Javier Silva Ruete, who had served as 
Minister of Finance for Velasco’s military successor, General Francisco Morales, anticipated steady 
macroeconomic management. The same was true for Paniagua’s choice for Ministers of Industries, 
Emilio Navarro and Juan Incháustegui. Both were former  SNI members and advisors (Industria 
Peruana, 2002). It was during this administration that CONFIEP and other associations pushed to 
update Peru’s trade insertion in the world. The decision to start aggressive negotiations to join the 
Free Trade Area of the Americas and later an FTA agreement with the United States became the 
new goal.  

The decision to pursue free trade agreements originated while designing the first 2003-2013 
National Strategic Exporting Plan. The effort was a concerted exercise led by the new Minister of 
Trade, the National Council on Competitiveness and the leading business associations of the private 
sector: SNI, ADEX, CONFIEP and COMEX (Coyuntura Económica, 2012). At the same time, FTA 
negotiations required a robust involvement of the state in such negotiations and a capacity to 
respond with sound analysis and information. 

Leadership and agency took centre stage again. The revolving-door rotating technocrats 
from the private sector to public service and vice-versa increased in the first decade of the new 
millennium. Technocrats trained under the new paradigm of open markets and economic 
liberalization were abundant in Lima. They were often recruited from business associations, 
particularly ADEX and CONFIEP, but also from the now prominent neoliberal think tanks in Lima 
such as IPE, Apoyo and also from Universidad del Pacífico and ESAN Business School. In this 
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decade, ministers of trade were talented technocrats who usually had worked for ADEX or 
CONFIEP, while ministers of Production were often former consultants or members of SNI. They 
were ready to carry out the mission of opening markets for Peruvian products and services. The 
state, however, had to step up to the challenge by filling the void left by years of radical public-
sector downsizing under Fujimori. Subsequent administrations, Alejandro Toledo and Alan García, 
restored some institutions to serve the manufacturing sector better while they worked to consolidate 
neoliberal Productive Development Policies (PDPs) at the same time. 

As a result, Alejandro Toledo restructured the Ministry of Industries, Tourism, Integration 
and International Commercial Negotiations into two separate entities. The Ministry of Trade and 
Tourism became the more powerful player of the two, upgrading its capabilities to negotiate with 
the United States. The Ministry of Production, which included a vice-ministry for Industries and a 
second vice-ministry for Fisheries, became the secondary institution, with limited influence and 
specific administrative purposes. A testimony to the differences between the two is that while only 
five people led the Trade portfolio, Production rotated through ten ministers during the same period. 
Moreover, ministers of Trade worked in close partnership with the main business associations. In 
fact, four of them had been prominent advisors or members of ADEX before becoming ministers. 
The result was a government extremely focused on trade with new tools to promote exports and 
foreign investment. The old agency created to promote Peru’s image abroad, PROMPERU, was re-
tooled to supply new services and actively market Peruvian exports in international fairs, to attract 
retail buyers across the newly opened markets which, of course, also boosted manufacturing 
exports. The Ministry of Trade became responsible for this agency once Toledo became president. 
By 2007, PROMPERU absorbed PROMPEX, the agency in charge of investment attraction 
(Decreto Supremo No. 003-2007-MINCETUR, 2007).  

Toledo’s administration used an institutional makeover to advance the new paradigm shift 
towards Productive Development Policies (PDPs). In this sense, the new focus on free trade 
agreements, public-private partnerships and developing clusters for non-traditional exports became 
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part of the conventional wisdom among Lima’s elites. The bolstering of INDECOPI, PROMPERU, 
MINCETUR and COFIDE started during this administration. All this effort was aimed at opening 
up trade opportunities and securing free trade negotiations with the United States. 

Moreover, the National Council of Competitiveness became the formal agency to channel 
coordination and collaboration with the private sector on issues of economic policies, productive 
development policies and other crucial areas to increase competitiveness.  

Notwithstanding the image of extreme liberalization and small government, public support 
for small and medium manufacturing enterprises did not disappear. Again, powerful political actors 
present within Fujimori’s entourage and in subsequent governments prevented any complete 
withdrawal of public support for SMEs. Law 28015 approved in 2003 guarantees state support for 
SMEs, including an institutional framework in the form of a Council of Medium and Small 
Enterprises to discuss policy alternatives and promote programs for the sector. The provisions 
included a new mandate for COFIDE to create a specific division that distributes national and 
international credit at reasonable interest rates, in addition to sector-specific technical assistance 
(Law 28015, 2003). The promotion of small businesses was an important element in Toledo’s 
campaign platform. 

The third and last addition to the new policy package involved enhancements to existing 
institutions promoting innovation and technology in industry and production in general. Elected for 
the second time in 2006, President Alan García was eager to demonstrate that he had changed his 
economic views. He doubled down on Toledo’s market-oriented approaches to economic 
development and production. García enforced PDPs by approving a new legal framework to 
promote science, technology and innovation through the Council of Science and Technology, 
CONCYTEC. This organization has specific provisions to coordinate projects, programs and 
actions with private-sector representatives , including small and medium enterprises as well as with 
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universities and research centres (Laws 28303/28613, 2007) .45 Even though García started to fund 
CONCYTEC more consistently, this platform connecting innovation demands from businesses with 
state funding only became effective during the subsequent administration of Ollanta Humala in 
2014 (CONCYTEC official website, 2015). However, investment in R&D remained extremely low 
compared to other Latin American countries, at less than 0.16% of GDP (Tavara, 2011, p. 27). 

For all intents and purposes, Peru settled on Productive Development Policies (PDPs) by 
late 2010. PDPs are public policies aimed at improving the productive structure of the overall 
economy. Melo and Rodríguez-Clare (2006) advanced a comprehensive definition of PDPs. 

It includes any measure, policy or program aimed at improving the growth and competitiveness of 
large sectors of the economy (manufacturing, agriculture); specific sectors (textiles, automobile 
industry, software production, etc.); or the growth of certain key activities (research and 
development, exports, fixed capital formation, human capital formation). The final objective is to 
raise growth and improve the competitiveness of the overall economy while maintaining a rising 
trend in living standards” (p. 5).  
For the most part, PDPs represented a slight improvement from horizontal policies installed 

during the shock led by the first Fujimori administration, which focused only on across-the-board 
market liberalization. Open-ended interviews confirmed that ongoing dialogue and consultation 
helped consolidate the new model while making small improvements at the same time. After 2000, 
business associations had pursued dialogue and policy coordination at all costs to prevent the 
unsavoury surprises and shocks they faced during the 1970s and late 1980s.  
 
Final assessment: A complete paradigm shift 

Fujimori’s decade in power completed the transformation to a market-oriented approach to 
industrial policy. The dramatic political and economic context of the 1980s and early 1990s shifted 
the paradigm regarding state-market relations and protective versus horizontal industrial policy in 

                                                      
45 According to the law, an executive board of 13 members governs CONCYTEC, four of whom must come from 
business associations and at least one of the four from SMEs. Notably, universities have just two representatives, one from 
public institutions and one for private ones. Business associations have also a seat at FONDECYT, the public fund 
established to generate resources for CONCYTEC activities (El Peruano, 12-08-2007, p. 360297).  
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Peru. There is no question that market-oriented policies became path-dependent and the march 
towards market liberalization was consolidated when Fujimori stepped down, amid corruption 
charges and massive scandals in 2000 (Conaghan, 2005). 

There are three causal mechanisms explaining this straightforward trajectory towards a 
market-driven policy path. First was the singular, abrasive character of the military imposition of 
ISI policies. All documentary information and open-ended interviewees (N=28) pointed to the 
forceful, authoritarian Velasco Alvarado experiment with ISI as the starting point of this chain 
reaction of events, including support for the neoliberal shock staged by Fujimori during the early 
1990s. Velasco’s brand of state-led manufacturing policies, especially the mandate to share 
manufacturing enterprise ownership, moved the main beneficiaries of these policies, industrialists, 
to a forceful reaction against them. Second, the prolonged crisis during the late 1970s that only 
worsened over the 1980s provided the perfect context for changes. The debt crisis, natural disasters 
caused by El Niño and later hyperinflation convinced the economic and political elite that the only 
way out was a drastic reform. Finally, amidst this gloomy economic background, neoliberal ideas 
proliferated in Lima’s public sphere. Think tanks were created to champion Fredrick Hayek and 
Milton Friedman supply-side economics. Neoliberal thinking became part of the mainstream in 
media outlets. Business associations ran seminars and annual conventions championing these ideas 
as well. Technocrats with expert knowledge of Washington Consensus style economic reform 
became important brokers for the new policies as the revolving door between public service and 
private-sector consultancy grew in importance.  

However, the causes underlying the complete industrial policy transformation do not 
necessarily explain its resilience and consolidation over time. This research confirms that the 
consensus among elites was the most important element sustaining reforms over time, regardless of 
the ideological or political leaning of the different leaders governing Peru. After the end of the 
Fujimori era responsible for the changes, the same circle of technocrats, businesspeople, and 
politicians devoted themselves to making necessary corrections to the model already underway and 
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consolidating the consensus around liberal productive development policies (PDPs). As a result, a 
growing consensus among the Lima elites consolidated by the end of 2000s. 

An important assessment conducted by Tello and Tavara (2010) for the Inter-American 
Development Bank came to the same conclusion. Tello and Tavara (2010) surveyed 15 actors in the 
Peruvian manufacturing sector – bureaucrats and entrepreneurs alike. Their results are similar to the 
findings of this dissertation. For instance, most people interviewed accepted the type of PDP 
policies implemented so far and the core institutions supporting them. They claimed that they are 
helping long-time manufacturers focus on exports, even though the measures were intended to be 
equally available across all sectors. It is clear that private actors are keen to support public 
institutions only if they have been involved in their creation and they need the services offered. 
They want to be consulted at every step in their subsequent development (pp. 64-65). Most 
interviewees (22 out of 28) consulted for this dissertation also believed that consistent support in 
this neoliberal approach to productive policies probably had more impact on the positive results of 
the last decade than the instruments and incentives themselves. 

Besides ideas, economic results provided additional ground to sustain the changes. The 
Atlas of Economic Complexity (Harvard Center for International Development, 2015) shows a slow 
but sustained increased of value-added in traditional and non-traditional exports, although 
manufacturing as a percentage of total export value fell from 57% of GDP in 1980 to a low 13% by 
2010. Even though the ratio of manufacturing exports as a percentage of GDP steadily fell in the 30 
years under analysis, the value of manufacturing exports, measured in constant prices, grew 
consistently over the same time, as Figure 6.1 illustrates. 

What the economic elite recognized is that the results of the aggressive line of changes were 
positive. There was a slump in manufacturing GDP of -2.4% in 1992, but 1993 and 1994 witnessed 
impressive recoveries of 4.8% and 14.8%, respectively. Moreover, manufacturing outperformed in 
comparison with fresh memories of García’s policy performance that boosted manufacturing GDP by 
28.4% the first two years, only to dump it by -32.7% in the following three years (Banco Central de 
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Reserva del Perú, 2015). In fact, it seems that the lack of political support for protectionist industrial 
policies in Peru has a direct correlation with the apparent ineffectiveness of these policies in the long 
run. To illustrate this assertion, it was useful to compare Peru’s index of intervention built in Chapter 
Three with Manufacturing GDP – measured in constant dollars – along the 30 years under analysis. 
The results are shown in Figure 6.1. 

Figure 6.1. Policy intervention versus manufacturing GDP 

 
The 1970s, the most protectionist decade of industrial policy in Peru, boosted 

manufacturing by a marginal average of only 0.6% as a percentage of GDP, compared to the level 
achieved during the 1960s. It is useful to remember that, during the 1960s, Peru had a participatory 
legal framework, supported by industrialists and specifically by the SNI (Abugattás, 1999, p. 123).  
The manufacturing sector suffered the costs of adjustment during the first three years 1990-1993, 
but it was able to recover its rate of growth by 1997, especially due to improving technical 
efficiencies and higher levels of investment (Tello & Tavara, p. 69). Additionally, the agencies to 
promote exports and increase foreign investment, PROMPERU and PROINVERSION, reported 
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284 new tariff lines of new products exported from 1990 until 2010. Out of the new exports, 159 are 
manufacturing products other than textiles, garment, and shoes (p. 82). 

The elite consensus that settled on productive development policies with minimum state 
intervention has deep roots in Peru. Extending the analysis before the critical juncture of Velasco to 
the long-term trajectory of industrial policy, it is clear that state-led interventionism to steer 
economic production has been an exception, not the rule. Even the most important attempt at 
implementing ISI policies in Peru, exemplified by Law 18350, passed in 1959, was a highly 
participatory, corporatist exercise. Initiative and agency were mainly in the hands of the SNI, the 
association representing the sector. Velasco’s intervention was uninvited and unwelcome and it was 
not difficult to see why his policies unleashed a strong process of reaction that only became path 
dependent. Even timid efforts to change course, such as President García’s in 1988, only 
reinvigorated the reaction to move in the opposite direction. His second administration, starting in 
2006, was a testament of reassurance to the private sector that his demand-driven ideas of the 1980s 
would not be repeated. 

To sum up, the comparative analysis of Peru demonstrates that the timing and sequence of 
events can heavily influence the pace and trajectory of changes, either to reproduce positive 
feedback on reforms already underway or to create a pattern of consistent reaction against initial 
reforms, as in Peru. Moreover, the complex relationship between an economic structure dependent 
on commodity exports, with an economic elite extremely wary of state intervention, created a long-
term coalition to defend the status quo that only settled for ongoing participation in the decision-
making process, where small, consistent changes should always be consulted. The model’s 
resilience relies ultimately on this intricate but delicate relationship between a strong private sector 
that holds the initiative and a liberal state too small and unstable to take the lead. 
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Chapter 7 

Ecuador: a long process of repeating itself 

In short, neoliberal policies were an act of political construction as well as economic design 
Catherine Conaghan & James Malloy, 1994  

Neoliberal reform, including sectoral reform and the dismantling of ISI policies in favour of 
horizontal productive development policies –PDPs- had been under way since 1990 in most of the 
region. Peru was among the countries that most rapidly dismantled protectionist industrial policies. 
In contrast, Ecuador was the only country that restored import substitution industrialization policies 
in Latin America, even among the so-called socialists of the 21st century. In fact, one of the puzzles 
that inspired this dissertation was to explain why Ecuador became an outlier in the trend that was 
sweeping the region. Even though Peru and Ecuador shared similar progressive military 
interventions during the 1970s and even similar institutional frameworks and instruments of policy, 
ISI met different ends.  

Tracing the evolution of industrial policy is not easy. Secondary sources about Ecuadorian 
industrial policy are not as abundant as those for Peru. Industrial policy figures tangentially in 
important studies about the complex character of Ecuadorian political economy and its late late 
dependent development (Chiriboga, 2013; Oleas, 2013; Velasco, 1969). Furthermore, the existing 
literature reached somewhat contradictory assessments about the timeline and features of the 
industrial policy framework. For some, industrial policy was non-existent until the windfall of oil 
revenue and the nationalistic appropriation of its revenues during the 1970s (Oleas, 2013; De la 
Torre, 1983). Some scholars argue that industrial policy did exist well before the 1970s, but the 
measures taken were insufficient to produce change and served the interests of oligarchical groups 
(Fischer, 1983; Torres, 2012). Understanding the reasons behind Ecuador’s departure from 
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neoliberal mainstream meant critically revising and reconsidering traditional scholarship written 
about the Ecuadorian case.  

The most notable studies about Ecuador were the ones focused on the ascendance of 
industrialists as a class and their entangled relationship with the state in the process of 
modernization. The focus was industrialists, their policy preferences and their interests as a class 
(Conaghan, 1983; Hidrobo, 1992). It was not until 2013 that industrial policy received specific 
attention, due in part to the unforeseen revival of ISI during Rafael Correa’s first presidential 
mandate. The government sponsored the publication of an edited volume Origins of economic 
policy for industrial development in Ecuador 1900-1960 (2013). Political scientist Pablo Andrade 
(2014) followed with an early attempt at explaining specific characteristics of Correa’s brand of ISI 
policies and its immediate consequences. 

The index of intervention, presented in Chapter Three, turned out to be a useful 
methodological tool to understand the overall trajectory of Ecuadorian industrial policy not only in 
the thirty years following the end of military rule. More importantly, process tracing and interviews 
conducted with informed participants (N=30) invited a further reassessment of the long-term pattern 
of change in Ecuadorian industrial policy. 46 All the evidence pointed out a radically different 
pattern of change compared to the one experience in Peru. Ecuador did not experience a critical 
juncture triggering a path dependent trajectory, much less of the reactionary type. Instead, 
Ecuadorian industrial policy followed a path of slow change -even layering additional protection- 
for over a decade that peaked that peaked in 1990. Ecuador flirted with neoliberal reformation for 
less than a decade only to slowly built up again a protection system after 2007.  

This chapter explains the causal mechanisms at work in the Ecuadorian case. The first part 
of the chapter explains issues of timing and sequence of events after the military intervention ended 
in 1979. The second part expounds how different actors influenced the slow unraveling process that 
                                                      
46 Many interviewees chose to remain anonymous due to their current position. Some of them are still working for the 
state; in other cases, they have business with it that they are afraid to jeopardize. The individuals cited are the ones who 
authorized the open use of their name in this study. 
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took place from 1980 to 2010. The third part detailed how the transformation took place the path 
followed to the cyclical come back of ISI policies after 2007. The chapter ends with an overall 
assessment of the character and depth of sectoral reform in Ecuador. A brief summary of the 
governments discussed in this chapter is presented in Table 7.1. 

Table 0.1 Governments in Ecuador, 1980-2010 
President Term in office President’s Party Type of Party/ 

Ideological leaning 
Jaime Roldós 1979-198147 Concentración de 

Fuerzas Populares-
Democracia Popular 
(CFP/DP) 

Populist/Centre left 
 

Osvaldo Hurtado 1981-1984 Democracia Popular 
(DP) 

Centre-left 
León Febres-Cordero 1984-1988 Partido Social Cristiano 

(PSC) 
Centre-right 

Rodrigo Borja 1988-1992 Izquierda Democrática 
(ID) 

Centre-left 
Sixto Durán-Ballén 1992-1996 Partido Unión 

Republicana-Partido 
Conservador 
Ecuatoriano (PUR/PCE) 

Centre-right 

Abdalá Bucaram48 1996-1997 Partido Roldosista 
Ecuatoriano (PRE) 

Populist/ Centre-left 
Fabián Alarcón 1997 FRA (interim President) Centre-right 
Jamil Mahuad 1998-2000 DP Centre-right 
Gustavo Noboa 2000-2002 DP (interim President) Centre-right 
Lucio Gutiérrez 2002-2005 Sociedad Patriótica (SP) Populist / Centre-right 
Alfredo Palacio 2005-2006 Sociedad Patriótica (SP) 

(interim President) 
Populist/ Centre-left 

Rafael Correa 2007- present Alianza País (AP) Populist/ Left 
 

In a nutshell, this dissertation contends that entrenched divisiveness among regional 
economic elites prevented any type of coalitional agreement regarding economic management in 
Ecuador, not to speak of shared vision of industrial development. The long standing distrust among 
economic elites translated into political action that enacted laws providing significant concessions 
and benefits to alleviate the ongoing strife. Looking from today’s vantage point, it is not surprising 

                                                      
47 President Roldós’ period in office was cut short by a tragic accident in May 24, 1981. The governing coalition that put 
him in power collapsed not long after. 
48 From President Bucaram to President Gutiérrez, Ecuador underwent a decade of political instability where three 
consecutive democratically elected presidents were ousted out of office and replaced by an interim government.  
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that the Liberal Revolution, the first political attempt to create a unifying national vision (Ayala, 
2011), was also the one that passed the first piece of legislation to guarantee industrial protection 
and promotion as early as 1906. Since then, a legal framework protecting manufacturing has been in 
place, slowly but steadily layering adjustments and modifications along the way. As the index of 
intervention for Ecuador demonstrated, cycles of liberal or neoliberal reformisms were few and 
short-lived. They were usually caused by external crises in the commodities market that, in turn, 
created fiscal and financial constraints demanding austerity. In contrast, the cycles of expansion, 
like the one that started in 2007, were long and difficult to reform. 
 
Context: A long-haul game 

The Ecuadorian case demonstrates the importance of looking “beyond the familiar but 
perhaps ultimately empirically quite rare cases of institutional ‘breakdown’ or wholesale 
replacement as implied in the punctuated equilibrium model” (Thelen, 2003, p. 221). The index of 
intervention built in Chapter Four clearly showed a different model of institutional change 
compared to Peru’s clear path dependent trajectory. Moreover, disaggregating changes at the level 
of policy components, two elements became clear: ISI policies in Ecuador did change over time, but 
they did so in a gradual and cumulative way. Institutional layering (Thelen, 2003) became the mode 
by which different actors negotiated their discrepancies without disrupting the existing institutional 
arrangements. Thus, new rules piled up on top of others. The period from 1980 to 2010 witnessed 
the creation of new institutions without dismantling previous ones. 

Why did industrial protectionist policy become cyclical and slow-moving? Time and 
sequence played out differently in Ecuador than in Peru. First, Ecuador did not experience the type 
of critical juncture that Peru faced during Velasco Alvarado’s tenure in power. General Rodríguez 
Lara never resorted to sweeping nationalizations, common to Velasco’s brand of ISI policies in 
Peru. The harsh penalties, forced nationalizations and even the political exile to opponents were just 
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absent in the Ecuadorian military approach to industrialists. Rodríguez’s ministers of Industries 
were instructed to have open doors to industrialists and swiftly solved their most pressing issues 
(Rosales and Montaño, personal communication, 2013). Significantly, Rodríguez Lara did not 
attempt to change the structure of property rights through an industrial community law as in Peru. 
In contrast, the relatively mild approach of President Rodríguez Lara to industrialists met with cold 
responses that eventually became worse when regional grievances chimed in. Catherine Conaghan 
(1983) described how industrialists from Guayaquil led by the President of the Chamber of 
Industries, León Febres Cordero, relentlessly criticized Rodríguez’s industrial policies while 
industrialists from the Highlands endlessly complained about the lack of consultation even when 
they took advantage of ISI policies in place (p. 302). The absence of a dramatic critical juncture 
turned out to be critically important. Business associations did not feel the need to build a united 
front to undo the changes. As a result, ISI policies transitioned smoothly from the dictatorial regime 
to the first democratic administrations, albeit with the traditional divisiveness and grievances 
between the Coast and the Highlands business communities. President Osvaldo Hurtado (1982-
1984) noted that the industrial policy program in place during military rule remained in place 
throughout his presidency and that of his predecessor, President Jaime Roldós. Moreover, the 
Roldós-Hurtado ticket once in office appointed the legendary economist, Germánico Salgado, one 
of the founding proponents of ISI policies in Ecuador during the 1950s and 1960s, as their first 
minister of Industries (personal communication, 2013). 

Second, ISI policies in Ecuador navigated in a context of pervasive political instability. 
Most administrations barely managed to finish their elected period for office, let alone undertake 
deep neoliberal reforms. For instance, León Febres Cordero, the first president during democratic 
rule to talk about liberal reforms and state restructuring during the 1980s, was kidnapped in a 
military base half way in his mandate in January 1987. The episode dramatically diminished his 
standing as leader of any type of reform. Vice-president Alberto Dahik, the mastermind of 
neoliberal reformism during the early 1990s, was impeached by Congress and then indicted for 
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perjury and misappropriation of public funds. His demise sapped any remaining political will to 
continue the reforms. These two episodes paled, however, compared to what happened from 1996 
to 2006 where three successive presidents were ousted from office. Needless to say, the dubious 
legitimacy of the interim governments did not help move any changes forward. Simply stated, 
political coalitions were never stable enough to carry governments to the finish line, much less to 
embrace sectoral state reforms. 

Social contestation was also persistent throughout the thirty years under analysis. During 
the 1980s, union workers called for four national strikes. Starting with the Indigenous Uprising of 
1990, the indigenous movement called for national uprisings six times until the end of the decade. 
Neoliberal reforms were consistently besieged by the possibility of social unrest. After 2007, the 
extension and breath of social contestation diminished. In great measure President Correa’s 
administration achieved stability by dividing the indigenous movement and threatening to indict 
indigenous leaders as terrorists when they protested. 

Finally but significantly, 1980 reproduced a pattern already present since 1906. This 
dissertation contends the cyclic character of Ecuadorian industrial policy has its origins in the 
compromise for manufacturing protection reached during the Liberal Revolution at the dawn of the 
20th century. Contrary to the meagre record of state intervention in Peru’s industrialization process, 
the state in Ecuador approved the first Industrial Protection Law as early as 1906 and with all the 
intentions to create national manufacturing capabilities. Clearly, the law was not a random 
experiment; it became the cornerstone of a consistent effort to shield their national investments in 
manufacturing since the early years of the industrialization effort. 49 Not by coincidence, the initial 
draft was presented by the Chamber of Commerce of Guayaquil and approved almost without 
changes while the political discourses in Congress that preceded that passing of the law reflected the 
                                                      
49 The 1906 Law has been overlooked by scholars as nothing more than an elitist attempt at accessing benefits from the 
state and mainly useless (Chiriboga, 2013; Fischer, 1983; Torres, 2012). However, industrial policy is the purposeful 
transfer of resources from the state to promote industrialization efforts. In early industrializers it was usually the economic 
elite who lobbied for these initiatives or at least joined efforts with the government to develop manufacturing (Chang, 
1997; Wade, 2009).  
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views of textile industrialists from the Highlands (Fischer, 1983, p. 27). The next Industrial 
Promotion Law came followed in 1921, updating the 1906 law. From 1921 onwards, there was no 
point in history when Ecuador did not have an Industrial Promotion Law in force.  

The iterative game to maintain and increase industrial protectionism reproduced the system. 
Governments maintained a legal framework that protected national manufacturing and offered 
incentives to appease the conflicting interests between regionally divided economic elites. The 
framework of benefits and incentives grew incrementally over time, reaching peaks whenever 
commodity booms allowed the state to do so, only to face downturns when the booms finally burst. 
To be sure, the existence of a protective legal framework alone never triggered a rapid 
industrialization. However, it meant that business elites investing in manufacturing could enjoy 
protection upon request, maintaining a minimum baseline of public incentives that became 
entrenched. But here is the catch. The opportunities opened up by commodity booms in the 
international market and the willingness of the state to transfer resources to the industrial elite, 
always clashed with the structural limitations of a small market and limited access to foreign 
markets. Most of the time their discrepancies and outright political confrontations canceled each 
other efforts to expand the possibilities abroad. After more than 70 years of small cumulative gains, 
the idea of protectionist industrial policy was embedded in the Ecuadorian political landscape. The 
efforts to dismantle the existing arrangements were modest and short-lived but created the policy 
cycles manifested in the 1980-2010 time frame. In essence, industrial protectionism became a 
permanent feature in the Ecuadorian policy landscape. 

Not surprisingly, the notion of embedded protectionism in Ecuador’s economic structure is 
a bold assertion that contradicts traditional Ecuadorian scholarship on the subject. Torres (2012) 
considered the 1950s’ ISI policies as just a case of “accidental protectionism” (p. 155) without 
analyzing other periods. Fischer (1983) described in detail industrial policies from 1900 to 1950 but 
discounts them as “insufficient and ineffective before the 1950” (p. 1). Luna (2013) was the first to 
acknowledge the long history of industrial policy protectionism but made a rather moral assessment 
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about it. His appraisal of industrial policy is a systematic attempt of control by “an elite with rentier 
mentality, scarcely creative and with no proclivities for productive investment, industrial 
development or risk” (p. 23). As it turns out, the authors have focused on the relative 
ineffectiveness of the measures rather than the depth and duration of industrial policy. Figure 7.1 
shows the extended trajectory.   

Figure 0.1 The long trajectory of industrial policies 1890-2010 

 
  
 In historical perspective, it was clear that the military government of Rodríguez Lara 
constituted the peak of the second long cycle of protectionism that started in 1950 during Galo 
Plaza Lasso administration. Plaza led the first missions to Washington and ECLAC to invite 
technical cooperation for this endeavour. The effort continued even during the difficult and unstable 
1960s with the help of United States’ Point Four foreign aid. The U.S. provided the necessary 
funding to create the most important agency for the program, CENDES, and the initial capital for 
Corporación Financiera Nacional, the public financial institution in charge of supporting with credit 
and technical expertise large manufacturing ventures (US State Department Archives, 1956, 1965; 
Montaño, personal communication, 2013). 
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In sharp contrast to the backlash against ISI policies in Peru after Velasco’s exit, the 
military junta that succeeded Rodríguez Lara opted to strengthen rather than dismantle the ISI 
model (Montaño, Rosales, Peña Durini, personal interviews, 2013). The first democratic 
government was resolute about keeping the ISI program intact until 1982 when the debt and El 
Niño crisis unfolded. And even then, economic rather than political constraints would put pressure 
on ISI policies. The 1980s witnessed just a timid attempt to undo some industrial incentives but 
definitively not the ISI package as a whole. 

It was only during the early 1990s that international pressures from the IMF set the stage 
for neoliberal reform. The push for FTA negotiations with the United States from 2002 to 2006 
marked the end of the fragile era of neoliberal reformism. Once the commodity prices started their 
upward trend in 2005, a counter-reform movement imposed a new protectionist cycle after Correa 
won the elections in 2006. The cycle of protective industrial policy had restarted again one hundred 
years after the first original innovation, the Industrial Law of 1906.  

To sum up the sequence of events, the military administration did not represent a radical 
critical juncture that triggered a path dependence mechanism with increasing returns either to 
reinforce ISI over time or to react against it. The military juncture did peak of an ISI program that 
started in the 1950s thanks to the unexpected windfall of oil resources. Slow change ensued, 
especially because pervasive political instability became an additional impediment to forging 
political coalitions willing to move towards neoliberal industrial policy reform. Finally, 
protectionism was institutionally embedded in the Ecuadorian political landscape, as a baseline 
guarantee to appease regional grievances and diminish political conflict. This historical legacy 
compromised a diverse set of stakeholders that, ultimately did need or want any substantial reform. 

 
Actors: commitment without coordination 

As protective industrial policy became embedded in the Ecuadorian landscape, actors 
aligned themselves strategically to respond to established institutional incentives. This alignment 
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dates back to two foundational moments in Ecuadorian history: the Liberal Revolution of 1905 and 
the Juliana Revolution of 1925. The first event elevated for the first time the idea of “the 
industrialist” as the champion of modern entrepreneurship. The second event was associated with 
the rise of progressive bureaucrats and disaffected economic elites ready to harness state resources 
toward the cause of economic development.  

In the first case, the increasing profitability of the cocoa exporters pushed them into 
diversifying their business interests and investing in manufacturing to supply domestic demands for 
new goods and services. They were the main early manufacturing investors in the region 
(Chiriboga, 2013, p. 310). At the same time, profitable landowners in the Highlands were eager to 
seize the opportunity. They wanted to control the supply of manufacturing goods for domestic 
consumption and possibly to export its surplus production into markets like Colombia and Peru 
(Jijón y Caamaño, 1926). Not surprisingly, adversarial actors from the Chamber of Commerce of 
Guayaquil dominated by cocoa exporters and textile manufacturers from the highlands like Jacinto 
Jijón y Caamaño championed the first Industrial Promotion Law (Luna, 2013). Over time, pioneer 
investors in both regions became the most important advocates for industrial protective laws, 
including tariffs and subsidized programs to promote manufacturing (Fischer, 1983, p. 248, 252).  

Indeed, Hidrobo (1992) surveyed industrialists of the 1970s and discovered that Ecuadorian 
manufacturers had barely survived the third generation of family-owned business, with notable 
exceptions. 50 The result has been overly active entrepreneurs demanding similar opportunities to 
the ones granted to previous generations for investing in a small market like Ecuador. 51 
Accordingly, the constant renewal of manufacturing leadership with similar expectations from the 
past only helped to reinforce the cyclical character of protective industrial policy in this country. 

                                                      
50 Pinto Industries is one of the industries that stand out from the crowd. The third generation owner, Mauricio Pinto, was 
at the forefront advocating the dismantling of subsidies, tariff protection and programs when he became Minister of 
Industries in 1992.  
51 Accordingly, Hidrobo (1992) asked the question about intergenerational heirs in industry in 1984 and found that 70% of 
them began their careers in manufacturing and only 15.6% inherited its respective ownership in the sector. Of course, 
most of them had an initial capital from different sources, but were the first to venture into industry. 
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The sugar industry is a paramount example of this sense of entitlement. The sugar industry granted 
its first subsidy of fixed price in 1945, after a year of production boycott during the second 
presidency of the most notable populist leader of Ecuador of the 20th century, José María Velasco 
Ibarra. In fact, Fischer defended that the lack of protection was the main cause for the meagre 
development of the sugar industry before the subsidy took place (Fischer, 1983, p. 184-185). The 
subsidy has never been dismantled. 

The second most important actor in the policy-making process of industrial policy in 
Ecuador was the progressive bureaucrat.52 Starting with the Juliana Revolution of 1925, the state 
became the site of an important epistemic community promoting economic development. Some of 
these bureaucrats worked at the planning and research department of the Central Bank and others in 
the ministries in charge of economics and production. The Ecuadorian elite did not burden 
themselves with controlling the hierarchy of these economic institution, so they left a vacuum 
promptly filled by urban middle-class professionals with university education. After the Juliana 
Revolution of 1925, development policy and, particularly protective industrial policy, was steered 
by influential bureaucrats, steering industrial policy implementation. 

The first in this illustrious line was Luis Napoleón Dillon, who championed nationalist 
industrial policy making during his tenure as Minister of Finance during the late 1920s. Luna (2013) 
also discussed the extremely influential figure of José Luis González, another progressive 
bureaucrat who moved industrialists to form trade associations in the 1930s and agreed to a plan to 
develop the sector (p. 43). During the 1940s and 1950s, José Corsino Cárdenas led planning and 
research at the Central Bank and connected the political class to ECLAC ideas (Montaño, personal 
communication, 2013). He coordinated, among others, the creation of the Planning Board 
JUNAPLA and the plan to embrace an ambitious ISI initiative. Clemente Yerovi Indaburu, the first 
                                                      
52 Technocrats are different from bureaucrats in two levels. First, their level of expertise is higher (Dargent, 2015, p. 13), 
and second, that expertise becomes the single most important criterion for their influence either in the private or public 
sector (Collier, 1979, p. 403). This thesis considers that bureaucrats, defined as career-oriented public servants, were more 
influential to Ecuadorian industrial policy than technocrats, at least until the end of the military rule in the 1970s. 
Bureaucrats became the face of state building in Ecuador. 



 211

head of JUNAPLA and, later in, Germánico Salgado, managed ISI planning and programming 
during the 1960s and 1970s. While all of them self-identified as left-leaning progressives, they 
served many ideologically distinct governments. Their most import achievement was to keep the 
project of economic modernization and industrialization on track, even as the partisan composition 
of governments changed after 1980.  

Cárdenas, Yerovi, Salgado became inspiring figures that mentored others down the ranks in 
public institutions to actively promote manufacturing development as the only way out of poverty 
and underdevelopment. César Montaño was one of those committed to this cause. He was one of the 
first directors of CENDES and in the 1960s. He later became Ministry of Industries, who almost 
single-handedly implemented the 1972 Plan of Transformation and Development, during the last 
four difficult years of the military rule. In Montaño’s words, 

We [Yerovi, Salgado, Corsino Cárdenas, Morillo, Salvador] were all committed to industrialize 
Ecuador once and for all. There was a strong belief among us that we can handle the program 
appropriately and convince the private sector to invest. With CENDES, I personally visited 
entrepreneurs and discussed plans for plants, credit, expansion, etc. When the military Junta asked me 
to become Minister of Industries after 1975, they provided me all the confidence and leverage to 
advance our industrialization program. I even visited Germany to ask Volkswagen to set a plant in 
Chimborazo. But the negotiation failed because our market was very small and the Andean market was 
still a work in progress (Personal communication, 2013).53 
 

It is worth recalling that in Peru during the same years, the military stonewalled their 
reformist project and refused to delegate power to civilian enthusiasts of their transformational 
effort (Cleaves and Pease, 1983, p. 222). Moreover, when the Ecuadorian military stepped down, 
and a progressive government took power, the same personalities remained extremely influential. 
They kept working on the same project that they helped to create and kept alive since the 1950s. 
The most remarkable example is that of Germánico Salgado who became the first Minister of 
Industries, Commerce and Integration of the new democratic government of 1979. César Montaño 
stepped down as Minister of Industries and moved to serve in the Andean Pact, part and parcel of 
                                                      
53 Bureaucrats working at the Central Bank, like Jaime Morillo Battle, Galo Salvador, Galo Abril became leading figures 
of ISI policies in the 1970s and part of the 1980s. Morillo was the general manager of the Bank and responsible for 
designing lines of credit to industrialists. Salvador and later Abril were leading countless studies about industrial policy 
implementation with specific recommendations of supporting or modifying certain parts of the program. 
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the ISI project in the 1970s version. The legendary José Corsino Cárdenas became President of 
CAF (the Andean Development Bank) from 1981 to 1986. After the 1980s, their ideas remained 
highly influential in the traditional left that had cherished their leadership in championing national 
development for many decades of the 20th century. Not surprisingly, the political alliance that 
revived ISI policies after 2007 also started invoking the leading figures of the not so distant past.54 

In the absence of long-term national goals, these bureaucrats had been capable of 
accommodating the demands of Coastal and Highlands’ interests into middle ground policy options 
that helped to reproduce the protectionist ISI model. Their continued influence during the 1980s 
ensured that ISI policies remained in place. 

The influence of pro-ISI bureaucrats faded during the 1990s. As external pressures of 
globalization and the sweeping influence of the Washington Consensus policies mounted in Latin 
America, economists with different resumes rose to power. With American and British degrees, 
neoliberal technocrats quickly overshadowed the progressive bureaucrats. Their capacity to address 
different constituencies -the private sector and the political parties alike- and, at the same time, 
participate in the public sphere as experts made them highly influential. Alberto Dahik, the most 
staunch advocate of neoliberal reform in the 1990s, became Minister of Finance in 1985 under the 
Febres Cordero administration. He was among the first to publicly challenged traditional experts 
and engaged in academic debates criticizing the new model.  

However, neoliberal technocrats did not enjoy the level of support the mainstream media 
granted them in Peru. Left-leaning university professors and economists also influenced the public 
sphere, advocating for industrialization. Alberto Acosta, Eduardo Valencia and Luis Maldonado 
Lince were important voices in Ecuador permanently advocating the return to ISI policies 
throughout the 1990s the 2000s. Maldonado Lince became undersecretary of Production in 2005 
(personal communication, 2013). Acosta and Valencia went on to serve in the administration that 
                                                      
54 Universidad Andina Simón Bolívar inaugurated the annual lecture “Germánico Salgado”; FLACSO has a held different 
seminars and projects around these figures over the years. The left-leaning Rafael Correa administration, the Central Bank 
started a national economic contest was named after José Corsino Cárdenas. 
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revived ISI policies, from 2007 to 2009. These progressive intellectuals rallied a diverse range of 
social movements to derail attempts at neoliberal reform with considerable success. For instance, 
privatizations of SOEs did not succeed in Ecuador, with the exception of the national airline. The 
indigenous movement was at the forefront of radical contestation against privatization of public 
services and enterprises (Becker, 2008). 

The problem was that consensus around ISI or towards neoliberal reform never materialized 
from 1980 to 2010. The actors in all sides of the table –industrialists, bureaucrats, technocrats- had 
competing ideas of what to do with industrial policies. This problem was evident even during the 
1970s, the peak of ISI protection policies. In nuanced assessments about one of the actors, 
Conaghan (1983) and Hidrobo (1992) pointed out the different preferences and policy options of 
industrialists and how they differed from those posed by progressive technocrats. Industrialists 
surveyed for both studies unequivocally disdained and distrusted the way public officials steered the 
economy during the 1970s. Moreover, industrialists considered excessive state meddling in their 
affairs as one of the main problems they faced in improving their competitiveness. In the interviews 
conducted among industrialists for the present thesis (N=15), the same sentiment prevailed. Thirty 
years after, all industrialists interviewed for this thesis express the same feelings of distance and 
alienation. Even though industrialists considered “reasonable” state intervention and regulation 
positive, they resented the lack of consultation and the inability to have an agreed upon model of 
state intervention. A recurrent opinion among the industrialists interviewed for this thesis (13 out of 
15) is that policy designers have isolated themselves from the actual producers of the country.  

Progressive bureaucrats and public intellectuals supportive of the ISI revival after 2007 
despise the very idea of consultation and see consensus seeking as futile. In the words of former 
Secretary of Planning, Fander Falconí, “between 1979-2006, Ecuadorian large businessmen, 
represented by the chambers of production, were not only economic agents but also political ones. 
Their leadership created an entrepreneurial model of development, inspired by neoliberal ideology” 
(Falconí, 2012, para. 1). 
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Needless to say, industrialists refuted the notion that they had a direct role in steering the 
economy of the 1990s as their accusers claimed. All interviewees conceded that, at best, they 
enjoyed access to the Ministry of Industries and Commerce from 1980 to 2006. At worst, they were 
also suffered the economic consequences of the chaos and instability that characterized the 1990s 
attempt at neoliberal transformation. Even when industrialists accepted public sector appointments, 
they resented the lack of actual influence in deciding industrial policy. 

The distorted images that policy actors created about one another contributed to cyclical 
obstructionism of neoliberal reforms. Progressive bureaucrats were replaced by progressive 
intellectuals providing expert ammunition against neoliberal reformism with strong support from 
highly mobilized social movements, like the Indigenous movement in the 1990s. Technocrats did 
not play the role of policy brokers because their ideas did not become mainstream in the public 
sphere. Nor did they enjoy the privilege access that comes with high profile public and private roles 
as in Peru. Industrialists and their respective trade associations played a secondary role in the policy 
process in Ecuador. Successive governments throughout the period, including that of Rafael Correa, 
denied them a transparent access to the policy process. Instead, the Ministry of Industries became 
the key mechanism for co-opting the private sector into supporting different government agendas.  

Thus, almost all the ministers of Industries –with the sole exception of Germánico Salgado- 
were fundamentally appointed to the position because of their purported influence with either the 
largest chambers of industries and commerce or for their connections with the largest industrial 
groups of the country (Hurtado, personal communication, 2013). Table 7.2 shows ministers of 
Industries’ private sector affiliations in the decades between 1980 and 2010. Interestingly enough, 
the first three years of the Correa administration, the appointment of prominent private sector 
leaders prevailed. As the table also shows, technocrats did not hold a prominent position in high-
profile appointments at the Ministry of Industries.   



 215

Table 0.2 Ministers of Industries 1980-2010 

Number of 
ministers 

With active 
membership in 

trade 
associations 

Prominent 
entrepreneurs 

Specialists 
with no 

connections 
Total with 

connections 

 
26 

 
11 

 
12 

 
3 

 
 

23 
 

Number of 
ministers with 
overlapping 
connections 

chamber leader 
and prominent 
entrepreneur 

5 

 
Democratic governments achieved concrete political benefits from nominating individuals 

with connections to the industrialists or the chambers as ministers of Industries. It was a symbol of 
deference to the sector. Notwithstanding or industrialists, it was always a double-edge concession. 
On the one hand, they could not propose actions that harm their own sector. On the other, they 
could not advance their sectoral agenda without real access to higher levels of decision-making. 
Most ministers of Industries ended up blocked either by their fellow industrialists or by other areas 
of government where their influence was not welcome. An exemplary cases of this impasse 
happened during President Borja’s administration (1988-1992). He consistently appointed 
industrialists from Guayaquil as Minister of Industries. However, one of the most prominent names 
among them, Jacinto Jouvín was denied any significant access to policy-making after a couple of 
policy blunders related to the reform of the Andean Pact. As a result, fellow industrialists ostracized 
him from any significant discussion about policy, opting instead to lobby the Ministers of Finance 
whenever they needed policy changes (Cordovez; Better; Falconí, personal communications, 2013). 
The most successful at changing the basic institutions of ISI policy was Mauricio Pinto during the 
Durán Ballén administration. However his tenure lasted only two years from 1992 to 1994. His 
successor, José Vicente Maldonado, decided to take a less confrontational approach and to slow 
down the speed of reforms in the last two years of full-fledged neoliberal reformism from 1994 to 
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1996. The impeachment of the reformist in chief, Vice-President Dahik, ended any chance of 
deepening the reform (Maldonado, personal communication, 2013).  

During the tumultuous years of ousted presidents and political instability, from 1997 to 
2006, the Ministry of Industries made subtle changes throughout to accommodate business 
associations’ demands and most of the time, to appease industrialists without giving them enough 
clout to influence other related areas of public policy. The institutionalization of the Council of 
Foreign Trade (COMEXI) was one of the few achievements during this decade. In turn, COMEXI 
was instrumental to accommodate private demands for opening markets for Ecuadorian exports by 
opening negotiations towards the Free Trade Area of the Americas (FTAA) in 1998. However, their 
pursuit of a bilateral FTA with the United States, a major policy goal after the crisis of 1999, failed. 
Social protests derailed these attempts and moved the country against neoliberal management. Once 
again, the governments that led these negotiations felt short of allies and political supporters 
sufficient to carry the project to the finish line. The negotiation was called off in 2006. 

This narrative reveals a policy environment in which at least three different stakeholders –
industrialists, progressive bureaucrats, technocrats- pursued parallel agendas of industrial policy. 
From 1980 to 2010, industrialists exploited not only their regional differences against each other but 
also against unsympathetic governments to their demands for simplification, tariff protection and 
reduction of red tape. Progressive bureaucrats tried to maintain the long standing ISI policies 
throughout the 1980s. When neoliberal programs to reform the state threatened their standing, most 
bureaucrats transitioned into serving the new paradigms centered in competitiveness and trade 
openness, at least within the Ministry of Industries. Technocrats gained relevance in the policy-
making process only when trade liberalization projects like the FTAA and later the FTA with the 
United States demanded expertise to carry out difficult negotiations from 1998 to 2005. Ascending 
neoliberal technocrats constantly competed with industrialists to influence policy through the media 
and public discussions. Most importantly, left-leaning public intellectuals always voiced a different 
vision for economic and sectoral policy. By 2005, a left-leaning coalition prevailed in the struggle 
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against an FTA with the United States and with support from wide variety of indigenous and other 
social movements that helped elect Rafael Correa to the presidency. 

In sum, industrial policy actors did not join forces in Ecuador to dismantle industrial 
protectionist policies. The contrary happened. Among industrialists, divisiveness and internal 
grievances between the regional chambers of production made impossible a strong sense of 
direction of the type of changes the manufacturing sector needed. Career bureaucrats and left-
leaning public intellectuals tried hard to maintain the status quo. After 2007, however, a majority 
voted to reverse the reforms made by neoliberal technocrats. In the words of President Correa, 
neoliberal technocrats were “a brood of non-patriotic beings, their irritant nitwit and outright 
incapacity, their blatant link to the financial sector and IFIs” (Correa, 2009, p. 170). The left leaning 
coalition that governed the country after 2007 had nothing but contempt for technocrats who 
worked towards neoliberal reformism and capitalists allied with the international capital that 
championed free-trade snobbism (p. 146). Needless to say, President Correa’s administration did 
not plan to build bridges to any of these groups, a winner-takes-all approach is what ensued. 
However, the pervasive lack of coordination among different policy actors, unable to coordinate 
central aspects of industrial policy let alone visionary public-private partnerships, undermined the 
entire industrialization project, regardless of the set of ideas –protectionist or neoliberal- behind the 
policy framework. The data about industrial development discussed in the conclusions of this 
chapter illustrate this problem. To be sure, actors played an important role in sustaining a very 
protective industrial policy framework and guaranteeing that changes to the ISI model were small 
and slow enough to contain neoliberal reformism.  

 
Slow-moving institutional change 

This section explains how industrial policy unraveled in the thirty years after import 
substitution industrialization peaked in the 1970s. There are three differentiated periods in this 
thirty-year period. The first period from 1980 to 1990 involved a very slow process that maintained 
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the pre-existing ISI institutional framework but with less state resources due to the persistent 
economic crisis from 1980 until 1990. The second period from 1990 to 2005 witnessed actual 
liberalization reforms with significant tariff reductions and reduction of tax exemptions that began 
in the second half of the Rodrigo Borja administration in 1990. This period ended when President 
Lucio Gutiérrez presidency was ousted after a popular uprising in 2005. The last period starts 
immediately after when a new left-leaning coalition revived the idea of endogenous development 
through a new brand of ISI policies. The period under study ends in 2010. However, the cycle of 
protectionist industrial policy is still ongoing.  
 
The 1980s: ISI continued amidst the crisis 

 The first and most important change at the beginning of the 1980s was the modification of 
JUNAPLA’s name and its role in industrial policy. JUNAPLA became CONADE, the National 
Development Council. The 1979 constitution diminished its authority to program manufacturing 
development and, instead, assigned CONADE just an overall planning and advisory role in different 
agencies of the sector like CENDES, CENAPIA and then CEBCA. CONADE also had a seat on the 
boards of the National Financial Corporation (CFN) and the Central Bank. Even though the opinion 
of CONADE was still authoritative and important, it was not binding. In practice, the economic 
team led by the President, the President of the Monetary Board, the Director of the Central Bank 
and most importantly, the Minister of Finance, determined most of the issues (Hurtado; Alcívar; 
Better, personal communications 2013). 

Notwithstanding, the Roldós-Hurtado administration did not attempt to undercut 
CONADE’s institutional capacity. They kept almost all technical personnel that worked there 
during the 1970s and some of the 1960s (Hurtado, personal communication, 2013).  

By 1980, ISI industrial policy was generating regional conflict amongst industrial business 
associations. Only the Chamber of Industries in Pichincha and Azuay –in the Highlands- had 
somewhat supported the ISI protectionist model (Hurtado; Alcívar, personal communications, 
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2013). The Chamber of Industries of Guayas had presented a take-no-prisoners stand against the 
model, attacking it as just “fake industry” (Conaghan, 1983, p. 231)55. The accusations had some 
basis. Analysis done during the early 1980s (Samaniego, 1983; De la Torre, 1984) confirmed that 
the majority of ISI ventures of the 1970s were using as much as 70% imported content and material. 
The argument used by Guayaquil’s Chamber of Industries became a constant obstacle for the 
Roldós-Hurtado administration in their attempt to connect with the private sector. The latter, in turn, 
resented lack of open participation in the policy process.  

Division along regional lines persisted for decades among the Ecuadorian economic elite. 
The 1980s were no exception. Two separate studies made during the time demonstrated 
unequivocal signs in this direction, during and in the immediate aftermath of the 1970s ISI 
intervention. For example, Jorge Hidrobo’s study (1992) surveyed a statistically significant sample 
of the industrialists in the country and found that the overwhelming majority (more than 70%) 
identified the government and its policies were the problems, not the solution. Moreover, the 
majority of them opined that the economic management of the government was the second largest 
obstacle to overall economic prosperity and industrial development (p. 136). In time, Abril and 
Urriola (1990) conclude --after surveying 106 manufacturing companies-- that industrialists 
resented the state as administrator of policies, even when they preferred some of the incentives, 
especially credit, some tariff protection and tax incentives. The overwhelming majority preferred 
just open trade (p. 85). In sum, they felt at odds with most of the policies, even with incentives that 
could help them grow and diversify. 

The Ministry of Industries soon became the only institution from which the Executive 
branch could reach out to the hostile business associations of the Coast. The first two years of the 
Roldós-Hurtado government the Ministry of Industries was leaded by no other than the legendary 
Germánico Salgado. His reputation as an authority consolidated this institution as the most 
                                                      
55 The accusation came from none other than León Febres Cordero, then President of the Guayas’ Chamber of Industries. 
In 1979 he was elected Congress representative for the Social Christian Party and, in 1984, President of Ecuador. 
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important centre for industrial policy in the new era.56 Crisis ensued after he stepped down. 
President Osvaldo Hurtado -who succeeded to the presidency after the tragic death of President 
Jaime Roldós- had to adopt drastic austerity measures in the face of falling international oil prices in 
early 1982, the debt crisis and the 1983 “El Niño” flooding disaster. On top of that, there were 
rumours of a coup d’etat in the making, so Hurtado had urgent need to forge a close relationship 
with the private sector, especially with the chambers of commerce and industry of Guayaquil 
(Hurtado, personal communication, 2013). 

The Hurtado administration opted for continuing the practice that started in the 1970s of 
appointing important figures with links to the private sector to the Ministry of Industries. Hence, 
someone close to the business sector --when not an insider— was systematically appointed Minister 
of Industries, with few notable exceptions.57 

Besides the change in institutional leadership from JUNAPLA to the Ministry of Industries, 
the Hurtado administration did not modify industrial policies, and there was no indication he 
planned to do so, in spite of the deep financial crisis he confronted. The Industrial Protection Law 
of 1957 with its multiple amendments remained in place along with the basic programs designed 
during the military junta. In spite of his critics, Hurtado never planned a wholesale neoliberal 
reform.58 President Hurtado characterized his motivations in this way: 

I had neither the objective nor the idea to modify any policy to support industry. I did not know 
about structural reforms at all. It was completely a new thing for us, and I was not ready to 
understand the bulk of the changes needed. I did not know enough to make any changes during my 
time. My team was convinced that protectionist policies were the only economic paradigm of the era, 
the truth of the era. Only the debt crisis forced changes to these ideas (personal communication, 
2013).   

                                                      
56 Supreme Decree 162 of February 16th 1973. – R. O. 253 de 23 de febrero de 197. Formal name: Minister of Industries, 
Commerce and Integration. 
57 See Annex J for a full account of Ministers of Industries in Ecuador 1980-2010. 
58 It has been claimed that Hurtado’s administration represented the first wave of neoliberal transformation (Larrea, 1992; 
Oleas, 2013). However neither the actors themselves nor the policies they enacted sustain such claims. For one thing, the 
CONADE’s plan 1980-1984 did not change any feature already set by JUNAPLA for manufacturing protection in the 
1960s. It only warned about possible budget constraints due to falling international commodity prices. Second, no sectoral 
changes were made, except for a modest tariff reduction.  
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When the US Federal Reserve raised interest rates in 1982. Ecuadorian rates reached record 
highs of 20%. Under the conditions of the credit market, Hurtado believed that helping 
entrepreneurs was mandatory to save jobs. He opted for a Sucretization scheme whereby the Central 
Bank assumed international debts accrued by the private sector and transformed them into national 
currency (during that time, the sucre). The measure remains highly controversial to this day. 
President Hurtado still defends this decision arguing that he did the same as Obama did in 2009 to 
save automobile industries and with them thousands of jobs.  

Nevertheless, industrialists, and workers rejected the adjustments up front. In the eyes of 
the industrialists, Hurtado was not prepared as León Febres Cordero to manage the economy. “Their 
vision was a state in alliance with the private sector to develop Ecuador, having a direct line to the 
executive. They did not have that line with me, and they resented it” (Hurtado, personal 
communication, 2013).  

Hurtado did try to appease the private sector, especially industrialists in the Coastal region, 
by appointing Orlando Alcívar as Minister of Industries. Alcívar was a renowned lawyer from 
Guayaquil. He had worked with one of the most important manufacturing groups in Guayaquil 
enjoyed a close friendship with the late president Jaime Roldós.59 In the face of the debt crisis, the 
Andean Pact became a bottleneck for manufacturing expansion. Alcívar had to engage in tit-for-tat 
negotiations to keep open already negotiated areas of manufacturing exports to the Andean Pact. 

 
An industrialist as president 
The next administration was led by an industrialist, León Febres Cordero, who believed that 

businesspeople were more suited for managing state affairs than social scientists. The observation 
was reference to his predecessor, President Hurtado, who was a sociologist (El Comercio, March 
19, 1984). Febres Cordero had been the leading voice against ISI policies during the 1970s when he 
                                                      
59 Juan José Villaseca was the main shareholder of the group. He was the first to produce tin cans in the country, providing 
canning services for other industries as well. Among other factories, he owned TACOENSA, IJESA and a small share of 
Plumrose and Chivería. Their facilities were built with COFIEC financing and technical support. 
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was the director of the Chamber of Industries of Guayaquil, the most important in the country. He 
maintained that ISI policies just created “fake industries” and not real industries (Conaghan, 1983, 
p. 231). Febres Cordero joined the Social Christian Party (PSC) founded in the 1950s as a centre-
right pro-business organization. Leading up to the 1984 presidential election, the Ecuadorian 
business sector as a whole considered him the most suitable candidate to represent their interests, 
one of their own.60 They trusted he would understand the sector enough to make just the changes 
needed to steer the economy towards private sector control and away from state dirigisme 
(Montúfar, 2000; Conaghan et al., 1990, p. 566).  

If anyone could hammer out consensus about industrial policy –ISI or otherwise-, it was 
León Febres Cordero. The outcome turned out very differently. He won his electoral bid with a 
neoliberal discourse and a trickle down economics program.61 Indeed, much of his discourse about 
the power of market self-regulation was designed to convince the public that he was steering the 
economy towards open markets while securing benefits for the private sector at the same time. 
However, his team concentrated only on macroeconomic stabilization and de-regulation in two 
areas: liberalizing the exchange rate and the interest rates (Montúfar, 2000). These two bold 
measures during the first two years of his presidency ended up benefiting mainly the export-
oriented groups in the economy (Lucas Pacheco, 1985). The effects of his macroeconomic 
management have been widely studied. But sectoral aspects of his reform –such as industrial 
policy- were left aside.  

Acting within the framework of slow institutional change, President Febres Cordero opted 
to become a symbiotic player instead of a game changer (Mahoney and Thelen, 2011). For all the 
President’s discourses about reversing the statist model in Ecuador, he toned down policy reform by 
the second half of his administration (Conaghan & Malloy, 1994, p. 134). A succession of crises: an 
                                                      
60 Indeed, many business chamber members publicly supported Febres Cordero presidential bid (Conaghan et al., 1990, p. 
565). Even his economic plan was presented in the Chamber of Industries of Quito (Diario El Comercio, 1983).  
61 Febres Cordero expressed his admiration for the economic ideologies championed by Ronald Reagan in the US and 
Margaret Thatcher in the UK. 
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earthquake in 1986 that paralyzed oil production; the President was taken hostage by military 
commandos in 1987; economic recession in 1988, crippled even his ability to steer the economy 
according to his promises. Thus, in the absence of consistent alternatives to dismantle the existing 
ISI framework, the President used his personal leadership to steer the relationship with the 
industrial sector. His personal approach to industrial policy consisted in summoning the most 
important industrialists in the country to a monthly luncheon to hear about their problems, but most 
importantly, to admonish and sometimes even chastise them for various reasons: meagre growth, 
lagging productivity, or insolvency. In addition, the President had a wealth of information about 
taxes and business transactions of each invitee, enough to compel cooperation with the government 
at any cost. For some industrialists, the direct access that the luncheon provided justified the 
eventual embarrassment. The President’s overbearing approach took many of them by surprise, but 
his authoritarian character prevented them from criticizing him in public (Alarcón; Durini, personal 
communication, 2013). 

The division of labour was clear inside the government. The neoliberal technocratic 
economic team consisted of three trained economists with graduate studies in prestigious American 
universities. Francisco Swett, a graduate from Princeton University, became Minister of Finance. 
He was replaced after two years by another Princeton alumnus, Alberto Dahik. Carlos Julio 
Emmanuel, a well-known economist, was appointed as President of the Central Bank. While Swett, 
Emmanuel, and later Dahik controlled macroeconomic policy to further the goal of liberalizing 
monetary policy, the president took personal control over the relationship with the private sector. 
His minister of Industries for almost four years was Xavier Neira, his successor as director of the 
Chamber of Industries of Guayaquil. Neira had an intimate knowledge of the sector and the 
framework of benefits available to industrialists. For instance, Neira had given office space to 
CENDES in the Chamber of Industries so that it could provide services for manufacturing 
developing in the coastal region. Neira was the perfect appointee to serve as an intermediary with 
the private sector (Diario Hoy, 1987). 
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Other than ignoring CONADE’s mandate, Neira neither changed nor altered in any way the 
institutional characteristics of the agencies set up to boost industrial development. However, it is 
certainly true that the agencies became irrelevant in the face of increasing personal involvement of 
the president himself with the private sector and industrialists in particular through the informal 
luncheons and direct access that they implied (Cruz; Cueva; Lozada, personal interviews, 2013).  

The liberalization measure at the beginning of his mandate left the priority lists established 
by the 1957 law. They had become irrelevant in practice but the law was helpful to negotiate 
protection with the government. His economic team decreased tariffs for 1,737 items, but the 
industrialists effectively negotiated that the majority of items slated for reform (5,067) remained 
untouched (Conaghan & Malloy, 1994, p. 159). One of the main examples of the importance of 
Febres Cordero’s informal conversations with the manufacturing private sector was the reversal of 
the decision to liberalize imports in February 1986. The President increased the margin of 
protection when the economy was in trouble and his fellow business supporters need to expand 
domestic market demand during the difficult years of recession after the earthquake that struck the 
country in 1986 (Montúfar, 2002). Despite the neoliberal discourse, the average effective tariff 
protection rate faced few modifications ranging from 0 to 290%. 

Ultimately, it was a government run by businessmen and for businesspeople. It did not 
transform industrial policy. The Febres Cordero administration, in a symbiotic relationship with 
business, just merged the existing policy framework with its own agenda without moving towards a 
different industrial policy alternative much less a neoliberal one. Besides this downgrading of 
CONADE, the rest of the agencies in charge -Ministry of Industries, CENDES, CENAPIA, CFN- 
remained untouched during the four years of Febres Cordero’s presidency. 
 

A social democratic government liberalizing trade 
After 1988, the pendulum moved in the opposite direction. Rodrigo Borja, a social 

democrat leader of one of the strongest political parties of the era Izquierda Democrática (ID), came 
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to power vowing to restore institutions and accountability to state affairs. Moreover, he pledged to 
revitalize the forgotten program of “endogenous development,” internationally known as ISI. 
Indeed, during his first two years in power, Borja’s discourses emphasized planning and a state role 
in promoting national manufacturing. However, an international recession and the need for urgent 
external funds pressed President Borja to ask for a IMF-World Bank stabilization package that, as 
default, demanded compliance with the Washington Consensus policy reform (Merchán & Cornejo, 
personal interviews, 2013). The first step was trade liberalization and the government committed in 
full to achieve that goal. 

After 1990, President Borja steered industrial policy towards liberalization with three 
decisions. First, the Monetary Board reformed the protectionist tariff protection scheme that the 
previous administration attempted unsuccessfully to do (Better; personal communications, 2013). 
Second, the government reduced the autonomy of CENDES and its proactive role as technical 
advisors. Third, the planning agency, CONADE, lost relevance and became merely informative 
again after enjoying two years of influence in policymaking (Better; Falconí; Merchán, personal 
communications, 2013).  

Borja’s relationship with industrialists was completely the opposite of the one Febres 
Cordero enjoyed. Neither the President Borja nor his core entourage had the knowledge or interest 
to work directly with industrialists. Instead, Borja used the appointment of Ministry of Industries to 
build bridges with Guayaquil’s business sector with little success. During the first two years of his 
presidency, Borja appointed ministers of Industries with close proximity with the manufacturing 
sector but little knowledge of their needs.62 The distance was so evident that several times during 
his tenure the chambers demand closer channels (Diario Hoy, 1991). 
                                                      
62 The first minister of Rodrigo Borja was Juan José Pons, with direct interests in palm oil manufacturing, shrimp and 
banana exports. The second was Jacinto Jouvín Marquez de la Plata, grandson of Jacinto Jouvín Arce, first generation 
industrialist from Guayaquil, who found the first paper mill La Reforma in 1905. Mr. Jouvin’s relationship with the 
industry did no go well and he was forced to resign after a dispute with minister of Foreign Relations, Diego Cordovez. 
The last minister of Industries for president Borja was Juan Falconí Puig, a renowned lawyer from Guayaquil, then 
married to one of the heirs of ADELCA owners, but with strong connections to the Guayaquilean business sector. He was 
recommended by Borja’s party and by former Finance Minister Jorge Gallardo for this position. 
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Eventually, the private sector got access through different channels, mainly the Finance 
Minister, Jorge Gallardo, for the first two years and, the Minister of Industries, Luis Falconí Puig, in 
the last two. The last two years of Borja’s administration were significant in terms galvanizing 
national support for trade liberalization that ended up being the only goal of this phase of industrial 
policy reform (Marchán; Luna, personal communications, 2013; Garcés, 1996). It was during a 
social democratic government that won elections with a pledge to revamped ISI with an export-
oriented twist, when the idea of trade liberalization –one of the main tenets of the Washington 
Consensus-- gained steam. The external environment gave this administration ample reasons to 
move in this direction: the Soviet Union was falling apart, the European Union was galvanizing its 
common market and the United States was boasting about the triumph of globalization. 

Trade liberalization reform of 1990 marks the starting point of the unraveling of ISI. 
Manufacturing companies like Confiteca (a chocolate and comfitures Ecuadorian company), 
Aymesa (car manufacturer and assembly factory) and some of the metalworking companies like 
Adelca, Novacero, Ideal-Alambrec were desperately looking for new markets for their products. 
Their main obstacle to growth became –as expected- the small Ecuadorian market (Chiriboga; 
Garzón; Pavón; Wahli, personal communications, 2013). The pressure for trade openness was 
building. Manufacturers needed larger markets if they were going to survive.  

Dramatic changes in the international context also accelerated the changes: the end of the 
Cold War, the closing of the Uruguay Round and the creation of the World Trade Organization. 
Closer to home, discussions to revamp the Andean Pact also started in 1990. After years of futile 
negotiations and lagging compliance, the five country members decided to move quickly towards a 
free common market. This time, the incentive was extremely powerful: open markets with zero or 
near-zero tariffs in the United States offered in exchange for cooperation against drug trafficking. 
The Andean Pact was negotiating the Andean Trade Protection Act (ATPA), later renewed as 
Andean Trade Protection and Drug Enforcement Act (Cordovez, 2013). For the first time in many 
years, exporters of primary goods and manufacturers found common ground: access to the US 
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market. This single possibility paved the way for a series of changes that were about to come only 
in the following administration. 

The prospects of accessing markets in the US became a turning point for industrial policy. 
Manufacturers had been demanding for years not subsidies but export incentives. One of their 
priorities was to rearrange the partnership with the Andean Pact and use it to open the market to the 
United States (Better, personal communication 2013). 63 

By the end of the Borja administration in 1992, the ATPA Act provided the Andean Pact 
countries with duty-free access to the U.S. market for more than 1,300 products. The agreement 
included manufactured products but had special provisions regarding textile manufactures, which 
took longer to negotiate.  

Juan Falconí recalled his time as Minister of Industries. 
Fortunately, the ECLAC theory of ISI has been already overcome. There was a very different 
approach, and I was in charge of leading the changes that came after the tariff reform of 1991. Among 
my achievements were the ease of imports, quotas, and limits to entrepreneurs and, most importantly, a 
different approach to foreign investment of what Decision 24 of the Andean Pact had envisioned. 
While we deepened integration, we also wanted to boost competitive openness to the world (personal 
communication, 2013). 
 

As in the case of Peru, the Minister of Finance and the Monetary Board took charge of all 
economic policy initiatives. Policy implementation role was in the hands of the Minister of 
Industries (Better, personal interview 2014). To sum up, the Borja administration set the table for 
what came next: a concerted attempt at eliminating ISI policies and protectionism once and for all. 
 

The peak of reformism: competitiveness and open trade 
A conservative coalition composed by the conservative party and a dissident faction of 

former President Febres Cordero’s political party won presidential elections of 1992. President 
Sixto Durán Ballén could not have had a more propitious environment to secure a comprehensive 
set of neoliberal reforms to diminish the size of the state and its interventionism, eliminate price 
                                                      
63 Jorge Hidrobo’s survey of 69 industrialists interviewed in 1984 showed a preference of just three types of policies to 
further industrialization: 1) lowered tariff rates for imported inputs, 2) export incentives and, 3) available credit (p. 131). 
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distortions and privatize state-owned enterprises. Internationally, the demise of the Cold War and 
the ascendance of the Washington Consensus paradigm meant normative support for market 
liberalization. Domestically, the ATPA negotiated during the Borja administration had soothed the 
relationship with the chambers of industry and commerce, which in turn, provided momentum for 
more trade liberalization (Oleas, 2013, p. 196-1998). In sum, the political context was ready for a 
radical change from the economic elite’s point of view. However, they did not count organized 
society in this equation. The indigenous movement was in steady ascendance, and they pledged to 
block any further application of the Washington Consensus Policies (León, 1997). 

The government focused on a macroeconomic stabilization plan that furthered the 
liberalization of an “excessively controlled market” (Lucio-Paredes, 1993, p. 12). According to 
Oleas (2013), that entailed in practice an ideologically driven move towards a “monetarist approach 
of the balance of payments” (p. 204). However, the private sector hoped for deeper sectoral reforms 
and Durán Ballén’s cabinet reflected the direction of changes. Most of the appointed cabinet 
members were either businessmen or chambers’ prominent members. He named a prominent 
entrepreneur, Mario Ribadeneira, Finance Minister and, most importantly for our study, a prominent 
textile industrialist, Mauricio Pinto, as Minister of Industries and Commerce. He had a clear vision 
of what the mission was: 

Our vision was that the subsidies that had long been giving away to the industrial sector had not 
had the anticipated outcome. As a result, Ecuador was in a situation of almost industrial paralysis. 
And yes, the industrialists were making money but without any long-term vision, other that 
lobbying the government not only for subsidies for special protection to their industries. We 
wanted to find a way to make industries internationally competitive (Pinto, personal 
communication, 2013).  
Pinto’s first move was on the trade front. Pinto negotiated with Colombia and Peru to 

eliminate the long list of exceptions that made the common market all but impracticable. 
Industrialists resented the measure and demanded the reversal of the decision. The pressure came 
from numerous manufacturers, even from the sugar industry that demanded price subsidies after 
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more than 60 years of continued state protection.64 Except for the sugar industry, Pinto did not cave 
even though the complaints continued for the following two years. For all the zealousness of the 
reformers, the economic team decided not to eliminate the compound tariff protection scheme as 
discussed in Chapter Four. The liberalization occurred in phases, giving the private sector enough 
time to adjust to the new era. 

The reduction of state size became another important goal. Alberto Dahik, Durán Ballen’s 
vice-president and mastermind of the whole neoliberal restructuring, gave the specific order to 
eliminate all bureaucratic agencies which replicated functions that the private sector could do on 
their own. The order, however, was difficult to implement  (Pinto; Maldonado, personal 
communication, 2013).  

Minister Pinto was deeply resisted and resented by the technical personnel at the Ministry 
of Industries, because he began his tenure by ordering the elimination of all protectionist style 
archival resources. This included ISI documents, programs and studies. He ignored the most 
experienced bureaucrats in his decisions. Previous ministers of state never touched the 
administrative organization of the ministry, much less the most cherished agencies of this ministry: 
CENDES, CEBCA, CENAPIA. Pinto did. 

He deemed irrelevant the services that the ministry, CENDES, and other agencies could 
provide to manufacturing development. Moreover, he thought that they were a burden to the overall 
competitiveness and efficiency in the private sector and that it was the time to cut back any 
additional help that would not be to open markets to successful and efficient entrepreneurs (Pinto, 
personal interview 2013). As a textile manufacturer, Pinto never worked with CENDES. His sector 
was never in need of state sponsoring or expertise. Therefore, he assumed the rest of the sectors 
could only be better off by taking away an unnecessary agency. He did not ask anyone for advice 

                                                      
64 This is another episode in Ecuadorian industrial protection history where sugar protection was sustained even though it 
contradicts the basic tenets of market liberalization. In 1993, Pinto considered the subsidy unreasonable but he lost the 
argument with Minister of Agriculture, Mariano González, a prominent sugar producer and industrialist. 
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when he decided the complete shake-up of the Minister of Industries and CENDES in particular 
(Cueva; Cruz; Pinto, personal communications, 2013). 

Pinto only lasted 18 months in the ministry and the new minister, José Vicente Maldonado, 
envisioned a new approach for supporting production in general and industrial development in 
particular, mainly through two powerful tools: trade liberalization and the new competitiveness-
supporting programs. José Vicente Maldonado, a former member of the board of the Pichincha 
Chamber of Industries during the 1980s, had built strong connections with the sector.  

According to Maldonado (personal communication, 2013) “the less state intervention, the 
better. Only the entrepreneur knows what he needs to produce, how to invest and how to penetrate 
markets. The ISI model was exhausted, there were no apparent benefits during the 1990s”.  
However, he recognized that this was a general perception since no studies had been conducted at 
the time to evaluate existing programs or policies and thus, most of the decisions were ideologically 
informed. His principled idea about industrial policy was to raise the level of competitiveness 
across industries and not targeted intervention. He shared the same beliefs as the rest of the 
government. The government was actively engaging with the Andean Community, especially 
Corporación Andina de Fomento (known now as the Latin American Bank, CAF), as part of the 
new industrial policy scheme. He decided to stop the layoffs of personal and focused instead on 
designing a different approach to industrial development. 

Maldonado’s vision was centered around two new concepts that were not part of the ISI 
repertoire until then: competitiveness and productivity. As for competitiveness, the Andean 
Program of Competitiveness took the lead. The history of the Andean Competitiveness Program is 
also an interesting case of policy convergence and imitation as much as ISI policies were. CAF 
contracted the renowned economist Jeffrey Sachs to design the Andean Program of 
Competitiveness in 1994. Maldonado latched onto the opportunity and brought Ecuador 
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immediately into the program. CAF led the wave to engage countries in this new scheme to replace 
the old ISI programs in the region.65 

The immediate insertion of Ecuador into the program convinced the remaining technocrats 
at the Ministry to opt for appeasement and accept competitiveness as the new goal of the ministry. 
Minister Maldonado ended his tenure inaugurating the National Competitiveness Council where 
public and private actors can discuss together ways to improve the structural competitiveness of the 
country ways to increase export capacity. 

Raúl Sagasti, an entrepreneur and a former advocate of ISI incentives in the past, led the 
new waves of changes in the sector as Undersecretary of Industries with Minister Maldonado. 
Sagasti was for many years either member of the board of directors or president of FEDIMETAL, a 
key sectoral organization that lobbied for steel mills and metalworking plants during the 1970s. 

Diplomatic negotiations for a true regional common market and trade promotion also 
became a high priority in the second half of the Durán Ballén administration. Venezuela, Colombia, 
Ecuador, Peru, and Bolivia renegotiated the terms of their participation in the Andean Pact and, as a 
result, the regional agreement was modified. The terms of the agreement facilitated trade 
liberalization and negotiation with third parties looking for lowering tariff rates across the board 
(Comunidad Andina, 2009).  

At the end of Durán Ballén administration, ISI industrial policy was still standing albeit 
with serious modifications. The strong will of both ministers of Industries, and even the clear 
neoliberal guidance of the Alberto Dahik, could not take apart the instrumental framework of ISI 
(laws of industrial promotion, tariff protection, and credit) or the institutions and personnel built up 
for decades inside the state. By 1996, the Industrial Protection Law was still in force, tariff 
protection and credit available. Institutions like CENDES, CEBCA and CENAPIA, were neglected 
but still alive. Mauricio Pinto and José Vicente Maldonado had only dispensed with 60 bureaucrats 
                                                      
65 Colombia, Peru, Venezuela and Bolivia embraced the new wave of competitiveness policies under CAF’s leadership 
since 1995. Competitiveness Councils flourished around the Andean Region immediately after. 
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in a ministry of 300 employees nationwide (personal interviews, 2013). However, new ideas slid in. 
Competitiveness and liberalization became the new buzzwords inside the Ministry. Swiftly, the old 
technocrats who had championed ISI in the 1970s assimilated the new language and engaged in the 
new wave of changes for professional survival.66  

The shallow liberalization under Durán Ballén is a departure from what the literature had 
reported about this period, especially about the extent of structural reforms to the economy (Oleas, 
2013; Hey, 1997). Moreover, research shows that liberalization reforms did not unfold uniformly 
across Latin American countries. In Ecuador, even the privatization of SOEs was delayed until the 
end of this administration, with the minor exception of the national airline Ecuatoriana de Aviación. 
Despite the strong will to move forward, the reform was constantly blockaded by social unrest and 
relentless opposition, especially from the parties of former president León Febres Cordero and 
Rodrigo Borja (PSC and ID, respectively). What is more, Vice-president Dahik was impeached in 
Congress and then charged with misappropriation of public funds. He fled the country in October 
1995, less than a year before President Durán Ballén’s period in office concluded. The reformer in 
chief left the process adrift. 
 

Drifting towards competitiveness, 1996-2006 
 By the end of 1995, industrialists felt they had regained the initiative over the industrial 
policy process. The perception quickly lost ground when Abdalá Bucaram won presidential 
elections in 1996. Long loathed by the private sector as an uncontrollable and corrupt populist, 
Bucaram’s victory took the chambers of industries, commerce, and agriculture by surprise. They 
were sure that Jaime Nebot Saadi, a prominent businessman from Guayaquil and the political heir 
of León Febres Cordero, was in line to lead the country. Soon, their worst fears about Bucaram 
proved right. Less than four months after Bucaram’s inauguration, the US Ambassador denounced 
                                                      
66 This section and the next draws heavily from personal interviews done in 2013 with former public officials 
of the day, among the ones who authorized their names to be mentioned were Víctor Cruz and Juan Lozada. 
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widespread corruption within the government in a public conference held by the Chamber of 
Commerce of Cuenca. By February 1997, massive street demonstrations led Congress to remove 
Bucaram as president of Ecuador. 
 During the following ten years of political instability, the most fundamental change in 
industrial policy took place. Productive development policies and horizontal –as opposed to 
vertical- market integration became part of the discourse (Melo & Rodríguez-Clare, 2007). Trade 
liberalization became the most important incentive for improving competitiveness. Notwithstanding 
the calls for a paradigm shift, the industrial promotion law was still in force, and the possibility of 
lobbying tariff increases and exemptions were still part of the permanent game between 
industrialists and the state. Indeed, Ecuador was slowly changing its industrial policy by layering 
new programs and ideas without removing old frameworks and instruments. 

President Bucaram’s first and only significant decision regarding industrial policy was to 
change the name of the ministry. Bucaram put Commerce ahead of Industries so the official name 
became Ministry of Commerce, Industrialization, and Fisheries.67 And then, he departed from the 
practice of more than 15 years of nominating an industrialist or a member of the chambers of 
industries as ministers. He opted instead for someone foreign to the business sector, Manuel Marún, 
a real estate broker. 

However, after only six months in power, Bucaram was ousted from power and replaced by 
a skillful politician who benefited in the midst of political turmoil, Fabián Alarcón. During his 
interim presidency, an important legal reform took place. Congress passed the Foreign Trade and 
Investment Law (known as LEXI) and the Investment Protection and Promotion Law.68 Both laws 
have been proposals recommended by the National Council of Competitiveness founded at the end 
of Durán Ballén’s administration. The private sector manoeuvred effectively to exclude social 

                                                      
67. R.O. 76 November 20, 1996. 
68 Lexi was officially registered as R.O. 82 June 1997. The Investment Law registered as R.O. 219 December 19, 1997. 
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movements from policy decisions in order to prevent any dispute over the liberalization 
achievements. The new policies were made behind closed doors (Conaghan, 1997; Andrade, 2009). 
 The new laws slowly overshadowed the importance of the old Industrial Promotion Law 
still in force. The LEXI became the tool through which an institutional architecture to support the 
new industrial policy was erected. For example, the LEXI ratified the role of the National Council 
of Competitiveness in defining plans and programs to improve systemic competitiveness. But most 
importantly, the LEXI also provided a legal mandate to the Corporation for Export and Investment 
Promotion (CORPEI), the agency that hinged public and private sector interests (LEXI, 1997). 
Under the trade-centered vision of productive competitiveness, CORPEI effectively displaced 
CENDES in status and importance.  
 In addition, the LEXI provided regular funding for CORPEI’s activities of technical 
support, trade expertise and market research. All this was part of CORPEI’s original mission to 
promote exports and investments. Ecuador joined the WTO in 1995. The decision to begin 
negotiations on the Free Trade Area of the Americas in 1999 and a Free Trade Agreement with the 
United States in 2003 provided an additional sense of urgency to develop an agency with expertise 
in trade negotiations and export promotion. 
 CORPEI and the National Council of Competitiveness raised their profile steadily in the 
immediate years after their inception. CORPEI became a recruiting ground for future Ministers of 
Commerce and Industrialization, even during the Correa administration.69 For its part the National 
Council of Competitiveness served as an institution in which prominent businesspeople discussed 
their needs in terms of infrastructure, policies and specific measures with no restrictions. After 
2000, the Council became directly attached to the office of the Presidency, and it remained that way 
until its demise in 2008 under Rafael Correa. Commercial policy was slowly displacing industrial 
policy although the legal and institutional framework supporting industry was still in place. 

                                                      
69 Ministers Jorge Illingworth, Tomas Peribonio, Verónica Sion had worked for CORPEI as consultants.  
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 Elected in 1998, President Mahuad enjoyed the closest connections to the leading sectors of 
the business community. He appointed three ministers of Commerce and Industrialization with 
strong links to Guayaquil’s financial sector and the chambers. During Mahuad’s government, actors 
on both sides –the private sector and the state- advanced a trade liberalization agenda despite the 
social unrest and the indigenous demands to reverse course. In 1999, the financial crisis forced into 
liquidation numerous private financial institutions and brought the economy to its knees. Discontent 
with the exclusionary approach of the government came to a head in 2000. In January, the 
indigenous movement supported by a wide variety of left intelligentsia and the military staged a 
coup d’état against President Mahuad. The coup was a direct response to the alleged corruption 
underlying the financial crisis of 1999 and Mahuad’s decision to dollarize the economy. At the 
same time, it was also a reaction against Washington Consensus policies, especially trade 
liberalization through FTAs. Mobilizations against the FTAA had been widespread since 1999, 
most prominently by the indigenous movement but also from the labour unions and public teachers 
union  (Ecuador Debate, 2005; 2000). 

Mahuad successor, Gustavo Noboa, did not change course. He appointed one of the most 
prominent members of the Pichincha Chamber of Industry to the Ministry of Commerce and 
Industrialization, Roberto Peña Durini. Peña Durini owned the largest lumber processing company 
in the country, and he had started his industry thanks to the incentives provided by the Industrial 
Promotion Law of 1957. He explained why reforms to ISI were necessary. 

 Yes, we lost a lot of benefits during the 1990s, among them tributary exemptions and tax breaks, but 
we still had hard labour laws, no hiring per hours, and we desperately needed new markets. My 
industry had been working at full capacity, and yet, we needed more markets because the Andean 
market became deeply unstable (Peña Durini, personal communication, 2013).  
Peña Durini spent his time as minister commissioning studies, designing plans, and 

promoting programs to boost competitiveness for exports. His own assessment of those years 
dwelled on the limitations he faced as a mere coordinator of reports about the sector. 
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The final straw in this unstable decade was the election of Colonel Lucio Gutiérrez as 
President of Ecuador in 2002. Gutiérrez was part of the social coalition that protested against 
President Mahuad and staged a coup d’état that ended his presidency. When the Gutiérrez 
administration announced FTA negotiations with the United States on November 19, 2003, the 
indigenous movement was the first to demand clarifications (La Hora, November 2003). It had been 
part of the coalition that made the election of Colonel Lucio Gutiérrez possible in 2002. Now it felt 
betrayed by an administration that pledged to put an end to neoliberal policies in its electoral 
campaign but did exactly the opposite once in power.  

Technocrats and industrialists behind the changes that happened from 1996 to 2006 
followed the script of progressive technocrats during the 1970s. They neglected an open dialogue 
about neoliberal reform and ignored the costs of pursuing it in a country where social unrest was 
widespread and grassroots organizations were demanding political attention to urgent social 
problems. In this environment, a group of intellectuals and university professors, supporters of 
social movements’ organized a backlash against trade liberalization, neoliberalism and American 
imperialism. They produced books, conferences and position papers against free trade, promising a 
return to the “endogenous development” model of the 1960s as a proper response to neoliberal 
capitalism. The visible head of this group was the economist Alberto Acosta. He publicly called for 
abandoning trade negotiations with the US altogether. Rafael Correa, who was part of this 
intellectual advocacy group, rose to public visibility when the Alfredo Palacio appointed him 
Minister of Finance in 2005. And, after his brief tenure as Minister of Finance, he launched his 
presidential candidacy in 2006 by advocating the end of trade liberalization and of the neoliberalism 
model. He promised to put Ecuador on a path to industrialization, similar to what made the Asian 
Tigers prosper. 
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Back to the future: from “Selective ISI” to productive matrix transformation 
 Returning to a full-blown set of import substitution industrialization policies would not be 
easy. During his first year in office, only President Correa seemed to be aware of the path to follow. 
His first minister of Industries, Raúl Sagasti, was scrambling to write up a first draft of industrial 
policies demanded by the Office of the President; the Minister Coordinator of Production, Mauricio 
Dávalos, was still gathering ideas to set the program in place. What was known in the government 
circles was that Ha-Joon Chang, a recognized scholar in the economic history of industrial policy, 
strongly informed the President’s views about the importance of industrial policy.  

Six months into Correa’s presidency, Professor Chang was invited to a workshop at the 
presidential palace to explain the Korean model and possible paths to industrialization. Among the 
participants were members of the now powerful planning body SENPLADES, the newly created 
Coordinating Ministry of Production and the Ministry of Industries and Competitiveness, which 
was renamed at the beginning of Correa’s administration.70 However, the ministers and secretaries 
in attendance showed little interest in Chang’s policy prescriptions. Their questions evidenced little 
knowledge of Chang’s work on industrial policy.71 President Correa did not attend. He was busy 
campaigning for a referendum to call a constitutional assembly and rewrite the constitution of 2008 
so the opportunity for intellectual clarification about how to proceed was lost. However, it became 
clear President Correa was the main agent driving a new wave of ISI policies in Ecuador as in many 
other initiatives in his presidency. 

 When Correa published a book of essays in 2009, his vision about industrial policy became 
crystal clear to the public. The book, full of acid criticisms of the neoliberal model, had a chapter 
with arguments in favour of industrialization. The chapter is a loose summary inspired by Kicking 
Away the Ladder, the 1997 book authored by Professor Chang.  

Following Chang, Correa laid out his view in these words,  
                                                      
70 R.O. 8 January 15, 2007. Executive Decree 8. 
71 Author attended the meeting, held on June 7, 2007. 
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A true development policy, instead of the simplistic of comparative advantage free trade, necessarily 
implies a productive policy that promotes viable industries and that protects them until reaching 
economies of scale and positive externalities that allow them to compete in international markets 
(Correa, 2009, p. 138).   
All of the leading participants in the government’s economic team shared common goals: 

they wanted to restore state dirigisme, long-term planning included and; they want to eradicate any 
trace of neoliberal policies. The first National Development Plan presented on September 18, 2007, 
summarized the approach. 

 Human development requires a material base of social forces articulated in productive systems, 
within which domestic markets are as important –socially and economically- as foreign ones. The 
axis of this system is labour, investment and technology –coordinated by the State- which is in turn 
responsible for eliminating social inequities and correcting anomalies in sectors where 
unemployment, financial repression, information asymmetries, concentration, high transaction costs 
and stagnating productivity and competitiveness (SENPLADES, 2007, p. 254).   
The first National Development Plan combined strategies –without knowing it- of vertical 

and horizontal industrialization policies. It combined classic ideas of protection and control of 
production conglomerates (Senplades, 2007, p. 268, 277) present in ECLAC’s recommendations 
during the 1960s and 1970s. Il also included new ideas about systemic competitiveness (p. 269), 
present in the new production policies recommended by the Washington Consensus during the 1990 
(Melo and Rodríguez-Clare, 2007).   

Three policies regarding value added manufacturing stand out and demonstrate the direction 
of changes. Policy 11.2 promotes labour intensive activities with strong value chain effects and 
widespread geographic localization. However, this policy contained just one strategy directly 
related to industry: to boost small and medium enterprises and possibly handicrafts. Other strategies 
dealt with tourism, agriculture, fisheries and the forestry. Policy 11.4 encourages the production of 
goods and services of high value added to sustain productivity growth and generate competitive 
advantages for domestic and external markets. SENPLADES’ diagnosis was that “inclusive 
development implies reversing the process of deindustrialization that resulted from deregulation and 
the accelerated process of liberalization” (p. 268). Without elaborating, the Plan identified three 
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strategies: consolidate a national system of innovation to create productive conglomerates, provide 
incentives to selective foreign investment and, offer productive credit. The recommendations called 
to mind those of the 1973 Plan of Transformation and Development. 

However, Correa’s policy-making approach replicated some of the exclusionary features of 
the past. Entrepreneurs, chamber members and private sector consultants were not consulted about 
the National Competitiveness Plan during the late 1990s nor were other sectors of society such as 
unions, indigenous and academia. In the same style, SENPLADES did not discuss its plan with 
private sector members. Moreover, prior to its publication, the Plan was not discussed with 
ministers of the economic team either (Cabeza de Vaca, personal interview, 2013). The planning 
team at SENPLADES had a fundamental distrust of the private sector. One of the early participants 
in the planning exercise said: “we were highly critical against the rentier inertia of Ecuadorian 
entrepreneurs. They are highly dependent of the international context. But yes, we did not have a 
bridge with them. The impossibility of adequately understood the private sector was our main 
weakness” (state official 350413, personal interview, 2013).  

In this sense, the construction of an import substitution industrialization policy in Ecuador 
after 2007 resembled the Peruvian experiment under Velasco Alvarado more than the Korean or the 
Taiwanese experience (Wade, 2006; McClintock, 1983). The notion that the private sector needed 
state direction rather than public-private collaboration was prevalent among policymakers.  

The relationship among entities inside the government was also different from the later 
episode of ISI in Ecuador. In contrast to the close working relationships that transpired during the 
1960 and 1970s between JUNAPLA, the ministries of Production, later Industries, and CENDES, 
this time, the relationship was anything but fluid. From the start, distrust permeated the 
relationships between SENPLADES and the different minister coordinators of production. The 
ministers of Production were regularly accused by Senplades of aligning with neoliberal ideology 
and, that they did not represent the true spirit of the new government (state official 350413; Cabeza 
de Vaca, personal communications, 2013).  
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It took two ministers of Industries and two ministers Coordinators of Production to launch 
the first Industrial Policy Plan. The first minister of Industries was Raúl Sagasti, a long-time 
supporter of ISI, President of FEDIMETAL (the steel producers association) and former vice-
minister of Industries during Sixto Durán Ballén’s administration. He maintained an excellent 
relationship with the coordinator ministers, first Mauricio Dávalos and then Susana Cabeza de 
Vaca, but his dealings with SENPLADES were problematic. Sagasti struggled to follow the 
guidelines established by SENPLADES; he insisted that more specific studies were needed to 
design policy instruments that could accomplish the goals (state official 000513, personal 
communication, 2013). 

The president asked Sagasti for his resignation before he could produce a specific policy 
plan. In the meantime, the minister coordinator had already taken initial steps to address the lack of 
a clear policy package. First, Cabeza de Vaca reached out to high profile industrialists and 
entrepreneurs, chamber representatives and exporters and offered a national dialogue about 
production. Second, she hired an international consultancy group to select winning sectors around 
which, clusters and value chains could develop. The dialogue allowed her time to gain the 
confidence of nervous entrepreneurs who had been cut off abruptly from any policy participation. 
They were wary of the long-term goals of the government’s leftist political project called the 
Citizens’ Revolution. 

The consultancy produced a list of 10 “productive champions” that the state would support 
to create value-added chains. The president approved them in June and presented them to the public 
on August 2008. The designated champions received a 5% tax credit for all new productive 
investments made and state-sponsored technical assistance to overcome glitches and obstacles in the 
production process. The main goal was to gradually insert value-added into export manufactures. 
For that purpose, the coordinator ministry created an agency called Invest Ecuador that assigned a 
manager to each productive sector in order to respond directly to their specific needs and 
requirements. For example, the manager for fisheries and processed seafood received calls on a 
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daily basis asking for assistance with sanitary registration, export permits or sudden gridlocks in 
customs processes. Her mission was to work with other state agencies in reducing red tape and 
facilitating trade. The manager also was had to help companies acquiring technology abroad and 
sharing knowledge with larger companies in Ecuador as well. 

Table 0.3 Rafael Correa’s ten original ‘productive bets’ 2008-2009 
1. Aquaculture 6. Biofuels 
2. Flowers 7. Tourism 
3. Fisheries and processed seafood 8. Software, engineering and 

consulting 
4. Forestry and wood processing 9. Metalworking 
5. Fruits and vegetables 10. Transport and logistics        Source: Ministry of Production, 2009 

Critics weighed in soon, but not from the private sector side.72 Instead, challenges came 
from two sources: left-leaning critics in the academia and technocrats from SENPLADES. 
Coincidentally, both had the same argument. They maintained that the “productive bets” were 
already winners: the export-oriented sectors of the Ecuadorian economy that do not contribute value 
added and thus did not live up to the goal of changing the productive matrix of the country as the 
National Plan had envisioned. SENPLADES expected to see cutting-edge technological products on 
the list that were not there (Ospina, 2012; Andrade, 2009). Notwithstanding, the Productive Bets 
program and its managers kept working with the president’s blessing. 

At the end of January 2009, the Ministry of Industries Xavier Abad finally presented the 
new industrial policy for Ecuador. The document expanded on the principles and objectives already 
stated the National Development Plan 2007-2010 with some additional programs and instruments. 
Some of the notable features were: a) use of public procurement to promote national industry, 
including an open portal to bid for contracts with the state, b) tariff incentives for newly created 
                                                      
72 For example, the president of the Software Association of Ecuador, AESOFT, openly expressed his satisfaction. 
“Including software as a key strategic sector means a new IT era for Ecuador, since after many years of constant work of 
AESOFT, we have positioned the sector as one to bet for. This is an important step that only countries like Israel, Ireland, 
Costa Rica and Uruguay have done it. The result has always been our growth for our sector. What is left to be done is to 
join efforts and work for a common goal… The competence is not within Ecuador it is in the outside world” (Krueger, 
2008).    
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industries and; c) Renova Ecuador, a program to boost the automotive industry by financing public 
transportation upgrades nationwide (Ministry of Industries and Competitiveness, 2009). 

Underlying these new policy goals, a lack of clarity about institutional leadership and 
responsibilities over industrial policy implementation persisted. Rotation of personnel in strategic 
positions was the main symptom of the overlapping roles and lack of clarity. By mid-2009, both 
ministers, Susana Cabeza de Vaca and Xavier Abad, of Coordination of Production and Industries 
respectively, were gone. New ministers of Production, Natalie Cely and Industries, Verónica Sión, 
had different approaches than their predecessors, and they modified their programs significantly. 

Coordination among ministers siding with different groups within Alianza País became the 
main problem of Correa’s administration, but especially regarding industrial policy. Despite his 
praise for the model of the Asian Tigers in the 1970s and 1980s, Correa failed to follow one of the 
central elements in South Korean and Taiwanese industrial policy design: namely, the enpowerment 
of a single and powerful agency to implement the policies and to provide inputs and process 
demands from the manufacturing sector (Wade 2006; Chang, 2003). 

Not surprisingly, instability in programs and policies ensued. Minister Cely re-defined 
which industries would be regarded as national champions. She overturned what Cabeza de Vaca 
had done the previous year and the president had approved. The new list included more 
manufacturing sectors and a comprehensive extension of possible value chains in each cluster. For 
instance, biotechnology included biochemical and pharmaceuticals. As a result, the managers 
already in charge of the clusters left the ministry. A similar situation happened in Industries. 
Minister Verónica Sion changed all undersecretaries and directors who worked previously for Abad 
and started a process to refine the existing industrial policy. 73 The emphasis during her tenure as 
minister was the so-called ‘Selective ISI’ whereby the state targeted industry lines for substitution. 
By the end of 2010, she had positive results to show. The automotive sector had an excellent 
                                                      
73 Pablo Andrade (2012) found that the level of Weberianism, or the extent to which the state guarantees a bureaucratic 
career in this areas, was as low as in the 1990s. Instability became pervasive. 
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performance with a 6% increase in exports to the Andean Community and 9% increase in domestic 
sales (El Ciudadano, 2011, para. 9). The government pushed the industry to use more national 
components and to avoid just importing the package kit to assemble cars called CKD.74 The 
automotive industry was required to include a significant amount of domestic produced parts into 
the assembly line. The Ministry also reported advances in some other areas like the food processing 
industry and shoemaking industry.  

The new list of prioritized industries shown in Table 7.4 did not coincide with the list 
proposed by the new Plan National del Buen Vivir (National Plan of the Good Living) presented 
later in 2013. The 2013 added some cutting-edge technological variants like nanotechnology, steel 
and copper mills and ship mills. (Senplades, 2013). 

Table 0.4 National champions under Minister Natalie Cely, 2010-2013 
1. Forestry value chain including all its 
products 

6. Environmental services 
2. Food processing industry, including 
fresh and frozen food 

7. Apparel and shoes manufacturing 
3. Renewable energies including biofuels 
and biomass 

9. Biotechnology, pharmaceutics 
4. Tourism 9. Computer hardware and software 
5. Foreign trade logistics and services 10. Metalworking, automotive sector 

and auto parts 
6. Construction 11. Petrochemicals                                                      Source: Agenda de Transformación Productiva, 2010 

Still, Rafael Correa has serious problems institutionalizing his policies. The response from 
entrepreneurs and chamber members interviewed for this research are telling in this regard. Even 
when the majority of interviewees (13 out 15) saw the policies and incentives as a positive sign for 
industries and industrialization in general, the same number regretted the uncertainty and the 
continuous changes of authorities, strategies, and programs. In just three years they had to deal with 
at least three different ministers in each area, without counting the constant changes in high and 
medium-ranking officials that in most cases did not receive any training about the issues under 
                                                      
74 CKD stands for Completely Knocked Down. CKDs are “fully disassembled items (such as automobiles, bicycles or 
piece of furniture) that is required to be assembled by the end user or the reseller” (Business Dictionary, 2014). Ecuador’s 
claim was the CKDs were basically fake industries since they are the end of the assembly line with value-added created in 
another country. 
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discussion with the private sector. For them, each new minister meant starting from zero with their 
demands or issues waiting to be solved. 

Pablo Andrade’s study (2009) confirmed the perceptions that industrialists expressed in 
interviews conducted for this dissertation. Andrade measured the level of Weberianism in the 
management of state affairs during the Rafael Correa administration, following the methodology 
used by Evans and Rauch (1999). The index measures the existence or not of meritocratic paths for 
career-oriented public servants to further institutionalized state agencies. Andrade specifically 
studied the longevity and meritocracy in agencies directly related to ISI policies: SENPLADES, the 
Ministry Coordinator of Production, the Ministry of Industries, the Ministry Coordinator of 
Economic Policy and the then Vice Ministry of Commerce. Ecuador’s bureaucracy under Correa’s 
got a score of four out of a maximum possible score of ten. Ecuador got the same score in 1999, 
possibly the worst year of government instability (Andrade, 2012, p. 32). 

By 2010, the decade ended with a U-turn in industrial policies. Minister Cely regained 
private sector confidence by developing the Transformative Production Agenda alongside the 
private sector. The new agenda was presented on May 12, 2010. By the end of the same year, her 
ministry had passed the first substantive legal reform to the old legal framework supporting 
industrial policies, called the Production Code. After these two significant achievements in close 
dialogue with private sector actors, Natalie Cely appeared to have solved the problem of leadership 
and centralized agency to guide selective-ISI industrial policy (Andrade, 2012). However, she left 
the ministry the following year. Another wave of bureaucratic changes followed, reverting to the 
instability that became pervasive in Correa’s administration in general (Polga, 2013). 
 The conclusion for this period is clear: the unexpected return of ISI policies in Ecuador 
after 2007 was fundamentally agency-driven. Even when macroeconomic indicators were showing 
signs of exhaustion and crisis, the government managed to impose its will on the private sector in 
the same fashion that the private sector imposed its way of reforms during the 1990s. The power 
granted to both groups –by winning elections- provided enough room for manoeuver to avoid 
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unwanted bargaining interactions. The policy process though, did not benefit from this lack of 
constructive interaction. 
 The Industrial Promotion Law of 1957, the cornerstone of the whole industrial protection 
framework, was not abolished until December 29, 2010, when the new Code of Production was 
approved and officially enacted.75 The new code finally repealed the 1957 Industrial Promotion Law 
--recodified in 1962, 1965, 1971, and for the last time in 2006— which no other government had 
attempted before. It took 30 years to dismantle the whole legal architecture of ISI, only to revive it 
with a framework called “Intelligent Import Substitution”. 76 The fact is that the old Industrial 
Protection Law of 1957 endured throughout the purported neoliberal reform years of 1990s.  

Not only that but the small reforms made to the 1957 law added bonuses and more 
incentives to boost investment and manufacturing development. Moreover, from 1979 to 2006, the 
law was reformed six times, with the last change approved on May 12, 2006, as a recodification 
effort to update the law to the new Constitution of 1998. For instance in December 1979, 
regulations about what industries could qualify for categories A and Special were included. In 1980 
and 1981, there was a reform to extend benefits and exemptions to the production of television sets, 
radios, sound equipment, and laminated metalwork parts. The subsequent revisions of 1982 and 
1984 added sectors and products included in the most protected lists and the ones protected by the 
Andean Pact industrial program classification (Abril & Urriola, 1990: p. 116-117). The reforms 
usually added or eliminated products from the official lists of beneficiaries. 
 But since the 1957 Act was never dismantled, the strategy of one authority after the other 
was to circumvent the act with other laws. Thus, a number of new laws (the tax regime reforms of 
1984, 1994 and 1997; the seven industrial promotion laws for different provinces approved from 
1973 until 1998; the law for investment attraction of 1997; the law for duty-free zones; the law for 
                                                      
75 R.O. 351 December 29, 2010. Pg. 56. 
76 The idea of Intelligent ISI came to light in the 2007-2010 National Development Plan, the first planning effort after 
decades of demise of the central planning capacity of the state. All members of the government, especially president 
Correa, embraced the idea. However, after 2011, the concept of “productive transformation” replaced the so-called 
“Intelligent ISI”, even though sometimes is used interchangeably. 
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industrial parks promotion of 2005 and, most importantly, the foreign trade and investment law of 
1997 (LEXI) superceded the original Law of Industrial Promotion. From the private sector’s 
standpoint, the LEXI became the tool for moving forward. Trade was the central issue in the 
ongoing public-private conflict over tariffs, exemptions; defense and protection measures for 
national producers and exporters and, most importantly, over free trade agreements. It became clear 
that, at the peak of neoliberal reforms 1992-2006, open markets and trade liberalization became the 
essential –if not the only- incentive for manufacturing investment. The business sector demanded 
liberalization. 

The central premise of open markets, however, obscured the hidden incentives still in place. 
For example, any manufacturing industry still had the chance to subscribe to the reformed 1957 
Industrial Protection Law and obtain all its perks and benefits. Any manufacturing company old or 
new could still access all the fiscal incentives and trade protection that the law offered. The process 
was complicated, since the interested company needed to follow gruelling procedures and lobby for 
the approval of its application. However, the package of incentives was still too generous to 
overlook.77 All of 15 industrialists interviewed for this investigation reported having benefited from 
the law at some point in time. Hidrobo (1993) also reported that most of the industrialists in his 
survey have benefited from the tax and protection incentives from the law.  

The Code of Production is a rare mix of Washington post-Consensus recommendations, and 
a refurbished ECLAC policy of ISI. The IMF, the World Bank, but especially the IDB shifted their 
positions about the role that the state should have in the new economy. According to them, the state 
should guarantee systemic competitiveness to industries across the board instead of selective import 
substitution industrialization (Lora, 2002). Ricardo Hausmann, chief economist of the Inter-
American Development Bank at the peak of the neoliberal reformism moment 1994-2000, was 
contracted by Minister Nathalie Cely to advise the government on how to achieve systemic 
                                                      
77 A thorough analysis of all the industries that registered for incentives under the reformed 1957 law and their experience 
using the package of incentives would need an entire research project of its own. 
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competitiveness. His report commissioned by the IDB and entitled “Structural Transformation in 
Ecuador”, served as the basis for Correa’s legal reform which entrenched the idea of systemic 
competitiveness. This study also broadened the scope of the traditional industrial policy and 
embraced the idea of production incentives across the board (Hausmann & Klinger, 2009). 

By setting aside targeting, a sectoral policy that gives first priority to manufacturing over 
other sectors of production, the Code of Production effectively ended the transition –at least on 
paper— and inaugurated an era of policy conversion with no clear boundaries for industrial policy. 
The process had come full circle considering that The Code of Production attempted to have it both 
ways. On the one hand, it offers incentives and protection to investments that produce “intelligent 
substitutes to imports” as the old legal frameworks did; on the other, it demoted manufacturing from 
the priviledged position it used to have over other types of investments in the ECLAC model. 
Neither did the code differentiate national from foreign investment as in the past. In this sense, the 
framework is an eclectic update. Table 7.4 provides a summary of the most important aspects of the 
laws to promote industrial manufacturing since 1957. 
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Table 0.5 Industrial Protection Laws of 1971 (the original 1957 version updated), 2006 and the Code of Production compared 
Articles 1957 Updated as 1971 2006 2010 

Focus: The law is only applicable to value-added manufacturing 
industries, not applicable to agricultural, fisheries or extractive 
industries. No artisanal industries either. 

Yes Yes No 
 

Applicable to all 
industries. 

Manufacturing is not a 
priority 

Implementation body: Inter-ministerial Council of Industrial 
Promotion. The Minister of Industries had the leadership. It has three 
delegates from the private sector. 

Yes 
 

The planning body and 
CENDES were among 

the participants 

Yes, 
 

Public delegates only 
the Ministers of 

Industry and Finance. 

Yes, 
 

No private sector 
members. They meet 

twice a year in a 
consultative body 

Extension: new or established industries can access the same 
incentives. 

Yes Yes Yes 
Priority classification to manufacturing industries Yes Yes 

 
But excluded category 

C 

No 

General benefits:  
1. Public and private institutions’ first procurement option should be 
national manufacturing industries. 

 
Yes 

 
Yes 

 
Yes 

2. Authorizes the importation of capital goods, spare parts and 
refurbished parts destined to industry without the previous 
government approval. 

No 
 

It required previous 
authorization 

Yes 
 

New article 
Yes, 

 
But companies should 
commit to increasing 
national value-added 

over time 
3. Upon request from the affected industry, the Minister of Industries 
can ban or limit imports of goods that compete with the ones 
produced nationally, if national demand can be satisfied. 

 
Yes 

 
Yes 

 
Yes 
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4. Tax deductions for investments old and new when a business 
compromises to 
a) Increase export output determined by the Committee 
b) Supply its production to the internal market, guaranteeing at the 
same time a similar level of competitiveness as foreign competitors. 

 
Yes 

 
Yes 

 
Yes 

5. Income tax deductions if previously authorized by the Minister of 
Industries through a resolution. 
 

Yes Yes Yes 
 

Companies need to 
sign an investment 
contract with the 

government 
6. Investments old and new may deduct 100% of income tax if they 
are joint ventures with the state or if 45% of their shares belong to 
100 or more shareholders. 
 
Other manufacturing companies may deduct 50% of initial and new 
investments. The annual deduction cannot be more than 50% of net 
profits. 

Yes No 
 

This law respected the 
tax reform of 1994 in 

this respect. 

No 
 

But investment 
contracts freeze taxes 

for 15 renewable 
years. 

7. Creates a national fund to manufacturing investments to be 
administered by CFN. The proceedings will provide credit for 
manufacturing investments. 

Yes Yes No, 
 

But credit is 
guaranteed by public 

banks 
Systemic Competitiveness: the state offers investment in 
infrastructure, scientific research and public services across the board 
to help transformative production. 

No No Yes 
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In the last statute enabling the application of the law, Article 17 defined nine value chains 
prioritized for incentives: 1. Fresh, frozen and industrialized food; 2. Agroforestry and processed 
derivatives; 3. Metalworking, the whole value chain, including metal extraction; 4. 
Petrochemicals; 5. Pharmaceuticals; 6. Tourism; 7. Renewable energies; 8. Trade logistic services 
and; 9. Biotechnology and applied software (Decree 757, 2013). Practically everything under 
these value chains is covered under “sectoral incentives to equitable development.”  

And yet, immediately afterward, Article 18 defined eight sectors as priorities for strategic 
import substitution industrialization and export promotion, noting their importance for 
employment, value added and value chains: 1) Chemical products, including fertilizers and 
compost; 2) Insecticides and other agrochemicals; 3) Detergents, perfumes, and other essences; 4) 
Other chemical products, ceramics; 5) TV sets, radios, cellphones and other related consumer 
goods; 6) Shoes and leather goods; 7) Domestic appliances (Decree 757, 2013). Needless to say, 
most of these eight production lines had already been the subject of ISI since the early 1930s 
(Chiriboga, 2013, p. 314).  

Since the last statutory decree implementing the Code of Production was approved just in 
2013, it is still too early to assess the impact that the new legal framework had. What is telling is 
that the contours of the law are no different from the long history of protectionist legislation 
privileging manufacturing that Ecuador has witnessed since 1906, refreshed in a contemporary 
language of systemic competitiveness and value chains. 

 
Final assessment: neoliberalism revisited 

In general, three reasons explain why neoliberal reforms were never fully applied in the 
early 1980s. First, the state was not prepared to undertake sectoral reforms in the midst of the 
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debt crisis. All the government’s focus was directed to macroeconomic reforms and thus, sectoral 
changes were left aside for a while (Samaniego, 1987, p. 22). Second, industrialist themselves –as 
key stakeholders of these policies- did not want industrial and sectoral incentives withdrawn at 
once, even when they supported overall macroeconomic reform (Hidrobo, 1992; personal 
communications, 2013). Third, political instability did not provide enough leverage to steer 
policies any further. There were good reasons for the initial inertia. Since the early days of 
industrial policy in Ecuador, governments of different ideological stripes decided to uphold 
instruments and institutional frameworks that served different constituencies and interests groups 
during the height of protectionist industrial policy. Once established, the rules proved very 
difficult to undo.  

What is relevant to the political economy of industrial policy is to understand why the 
protectionist laws enacted during the peak of ISI intervention lasted so long, despite the external 
pressures that pushed for neoliberal reforms and the internal pressures to liberalize the market 
from the chambers of industries and commerce. Moreover, why did the new Code of Production 
that was supposed to transform industrial policy end up reproducing the protectionist mechanisms 
of the past? Three variables account for a plausible explanation: the role of ideas, political 
coalitions and economic outcomes. 

With respect to the role of ideas, it is clear that Ecuadorian elites have had a long 
attachment to protectionist policies. The traditional rift between the coastal and the Highlands’ 
elites just reinforced these ideological tendencies. Coastal elites favoured incentives and subsidies 
as long as their staple products for export were also included. The most relevant example of this 
is the decades’ long subsidy to sugar production provided to coastal sugar plantations and 
processing mills; the protection was supported by successive governments as part of a 
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compromise with the regional elites of the Coast. Even though manufacturers from the Highlands 
consistently demanded and end to the subsidy, it remained in place (Chiriboga Chaves, personal 
communication, 2013). From the standpoint of the Highland elites, protected national 
manufacturing was always a goal in and of itself. The first spirited defense of protection was 
provided by none other than Jacinto Jijón, one of the first textile mill owners of the country as 
early as 1895 (Luna, 2013). The position was embraced by the left on nationalist grounds. After 
the failed attempts of ECLAC policies during the 1970s, the intellectual elite in Quito longed for 
another opportunity to implement them (Chiriboga; Rohn, personal communications, 2013). 

No strong political coalition emerged with an agenda aimed at phasing out industrial 
policy. Moreover, there was no straightforward plan for any sensible alternative. Only the Sixto 
Durán Ballén administration had a project to dismantle state dirigisme. But only two years into 
his mandate, inertia was already operation. Congress impeached the mastermind of his reforms, 
Vice-president Dahik. There was never a coordinated effort to dismantle protective industrial 
policies. In a sector as demanding as manufacturing, the persistent distrust between manufacturers 
and the government created little incentives for anything other than piecemeal policy reforms, 
hammered out behind close doors. CORPEI and the National Council of Competitiveness were 
born out of small agreements to keep business moving forward in the face of increasing 
international competition and dramatic domestic political instability with persistent social 
mobilization. In this environment, bolder institutional changes like FTAs or plain liberalization of 
tariffs could not take off. 

Agency was the main driver of industrial policy resilience. But policy activism was 
constrained to the state officials and technocrats. Policy initiatives started and remained confined 
to the executive branch, without rallying the support of key stakeholders: industrialists and their 
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respective chambers, small, medium or large manufacturers who became the objects rather than 
the subjects of policy reform. Throughout the period under study, there was no attempt at 
building consensus or at least policy coordination with industrialists to support protective 
industrial policy, not even during the Correa administration so eager to revamp ISI. This fact 
represents a radical departure from the Western European and the Asian Tigers’ experience with 
protectionist industrial policies (Wade, 2006, Chang, 2009). 

Figure 0.2 Industrial policy index and manufacturing output compared  

 
Source: World Bank Database, 2014 

 
What the numbers reveal, however, is that manufacturing output as a percentage of the 

GDP started to flourish in the mid-1990s, around the same time that the liberalization of the 
Andean market and trade opening with the United States through ATPDEA preferences took 
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place. Correlation is not causation. However, Ecuadorian manufacturing exports to the Andean 
region almost doubled after the Andean Community reform of 1996 was implemented, as Figure 
7.2 shows. The U.S. market became the most important incentive to Ecuador manufacturing 
production. Most importantly, the percentage of value added products kept rising. This happened 
despite the lack of targeted protection and tax exemptions (stripped by Durán Ballén) and the 
difficult years of the financial crisis of 1999-2002. As Figure 7.2 shows, the 1990s witnessed the 
highest value of manufacturing value added production as a percentage of GDP in Ecuador 
(World Bank statistics, 2014). It is still an open question if the revival of ISI after 2007 improved 
upon the expansion already underway since the mid-1990s or reversed the positive direction trend 
to lower levels.  

In closing, Ecuador did experience a slow-moving type of institutional change in 
industrial policy. In a system used to entrenched incentives and privileges, protectionism became 
institutionalized and expected by succesive generations of manufacturing entrepreneurs. It was 
not a question of inherent lack of moral values or the rentier character of Ecuadorian 
manufacturers as some authors have claimed (Oleas, 2013; Luna, 2013; Torres, 2012). The 
history of Ecuador –since 1906- shows that lobbying for incentives worked, so there was no need 
to resort to moral explanations for behaviour that only responded to an institutionalized set of 
incentives that became iterative and consistent. The economic constraints posed by the booms and 
bust of the international commodity markets imposed cycles on the embedded protectionist 
character of industrial policy. 

 
 
  



 

 
 

255

Chapter 8 

Conclusions: Embedded neoliberalism vs. Embedded protectionism 

The initial objective of this dissertation was to explain how the process of unwinding and, 
ultimately, dismantling import substitution industrialization policies took place in two 
neighbouring countries, Ecuador and Peru. The puzzling return of ISI policies in Ecuador since 
2007 provided an additional incentive to find answers. At first, the exercise seemed simple but 
rich in possibilities for theory building, since small-N case studies usually offer a closer look at 
multiple causal mechanisms underlying long, complex processes of social change. Comparative 
Historical Analysis had been used to analyze long processes of democratic change from 
authoritarianism to democracy (Levitsky and Way, 2010; Yashar, 1997) and social movements 
(Collier & Collier, 1991; Riofrancos, 2014) but seldom used for analyzing industrial policy in the 
Andean countries, even though CHA has been at the centre of seminal studies about industrial 
policy in Western Europe, East and Southeast Asia (Haggard, 2015).  

Furthermore, CHA’s “focus on process and temporal dimension of politics” (Thelen & 
Mahoney, 2015, p. 3) promised the possibility of finding empirical-grounded explanations not 
easily accessible with other approaches that focus on a determinate number of variables, 
analyzing the process as a whole. Moreover, industrial policy was not just any policy. One of its 
variants, import substitution industrialization (ISI), was at the core of the main debates about 
dependency and development that marked the evolution of the political economy of Latin 
America throughout the 20th century. The genesis, evolution and final transformation of industrial 
policy provides insights into the complex relationships among states, markets and societies and 
how they build institutions that may or may not resist the test of time. 
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The substantial research done for this case study provides a clear explanatory argument 
for the disparities in industrial policy reform after 1980. Three interconnected causal mechanisms 
explain the divergence of trajectories: institutional legacies, coordination among actors and 
economic distribution of power. Peru’s long tradition of a minimal state contrasts with the 
embedded character of Ecuador long tradition of legal protectionism dating back to the Liberal 
Revolution. Peru’s close policy coordination among stakeholders –state technocrats and business 
elites- differs from Ecuador’s “winners-take-all” approach for policy-making. Peru’s economic 
dynamism concentrated in Lima sharply departs from Ecuador’s fragmented dynamism with 
competitive regional economic leaderships. 

Using a case study approach, Peru and Ecuador offered also an opportunity to examine 
the effects of mostly similar cases of military intervention in industrial policy during the same 
decade –the 1970s. Both countries faced similar external pressures emanating from a changing 
paradigm at the commanding heights of global capitalism: namely, the ascendance of 
neoliberalism and monetarist economic policies associated with the Washington Consensus 
policies. Yet, each country followed a different trajectory in its approach to industrial policy. 
Since the same external conditions affected both countries at the same time, the dissertation opted 
to look at how domestic determinants shaped policy change. 

Process tracing served as the most important method of data analysis. Reconstructing the 
industrial policy trajectory of each country demanded not only reviewing primary and secondary 
sources, but also re-evaluating past and present historical records with an open mind. The primary 
objective was to understand the patterns of change that neoliberal reformism took in each country 
and the causal mechanisms behind the transformation. Industrial policy is a highly contested 
subject. Models and frameworks developed by dominant paradigms of the era –either 
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structuralism or neoliberalism- tend to obscure the weight of long-term institutional legacies. This 
includes the complex relationships among different stakeholders with conflicting agendas and 
interests, all embedded in the historical experience of each country-case. Process tracing was 
accompanied by numerous interviews with elite participants, in many cases actors involved as far 
as forty years back in the industrial policy process. The interviews became the way to understand 
how ideas framed the process of change, since ideas themselves become templates for future 
action (Hall, 1993, p. 279). The combinations of primary, secondary sources and in-depth insights 
from research participants provided context for reflecting on the central contributions of this 
dissertation and the theoretical dimensions that informed its findings. 
 
Central contribution – Indexes of intervention and types of change 

Time and the sequencing of policy are important variables for understanding the 
institutional transformation of Import Substitution Industrialization under neoliberalism. The 
original research design established a time frame of thirty years, starting in 1980. The decision 
was not arbitrary; 1980 was chosen because by then both countries had transitioned to democratic 
rule. Internationally, it was also the beginning of the Ronald Reagan and Margaret Thatcher 
administrations, both active promoters of the new neoliberal paradigm and laissez-faire 
economics through their countries’ influence in IFIs. The credit crisis that swept away Latin 
America’s prospects of endogenous development followed less than two years later. Clearly, the 
paradigm shift in these two late late industrializers did not happen overnight. That makes it 
necessary to trace the difficult road of reform well into the 1990s when decisive moments of 
neoliberal reformism took place. The analysis was extended one more decade, into 2000-2010, to 
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explore the puzzling revival of import substitution industrialization in Ecuador, after the triumph 
of the leftist Citizens’ Revolution in 2006. 

The next challenge was assessing the type of change that happened during the thirty-year 
period. Snapshots of policy interventions cannot capture long-term patterns of policy change. 
Pierson (2004) suggests looking for cumulative thresholds as the most accurate indicator of a new 
policy pattern (p. 94) through long time frames. This research took a step forward and proposed a 
methodology to understand and identify policy trajectories. This new methodology is called the 
index of policy intervention. Industrial policy, like a variety of other public policy programs, 
consists of components that can be subject to quantitative and qualitative evaluation over specific 
periods of time. The index traces the evolution of the substantial features of a policy package by 
scoring changes in different policy instruments like subsidies, tariffs and credit for which 
statistics and time series are available. The score can also capture qualitative information such as 
changes in the legal framework that support that policy. Once the data collection is completed, 
the researcher assigns a weighted score to each combination of policy components, present at 
regular time intervals. This makes it possible to trace and visualize policy changes along the 
designated time horizon. The index could be helpful for a proper identification of typologies of 
change like path dependent, slow-movement processes, or threshold effects. A decreasing score 
indicates a consistent departure from the original program towards a complete paradigm change. 
The exercise can be a helpful tool to avoid the problem of best guessing the correct patterns and 
thresholds that determine the trajectory of change. 

The index of policy intervention was developed as a means to confirm an early 
assumption of the research design: that both cases Peru and Ecuador, transformed their ISI 
policies through a slow process of change. The results of the index building were remarkably 
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useful. On one hand, the index immediately showed the size and scope of the most important 
critical juncture for ISI in each country. On the other hand, it revealed the type of change that 
unfolded immediately after the critical juncture and thus, the type of policy change that ensued. 
The latter assessment was possible because the index measured the variability of policy 
instruments in each interval thus showing the deviation of patterns from the bulk of incentives 
that represented ISI in each country. 

Indeed, Peru’s index pointed out the unique nature of Velasco’s ISI intervention in the 
country’s industrial policy trajectory. The immediate reaction that followed triggered a reactive 
path dependent trajectory to dismantle protectionism and ultimately consolidate a neoliberal 
version of industrial policy. Peru’s linear post-Velasco pattern towards market-based productive 
development policies was identified and confirmed in the index. The index shows taking more 
than a decade to slowly unwind its ISI package. 

However, industrial change was also moulded by each country’s past. When the index 
was extended over a longer time frame to include the origins of modern industrialization in 1890, 
it proved useful for understanding the outlier character of the protectionist industrial policy 
experiment and the long-term historical character of laissez-faire economics in Peru. When the 
same time frame analysis was applied to Ecuador, the index revealed the long-term cyclic pattern 
of Ecuadorian industrial policy. It showed that protectionism, through iteration and repetition, 
became embedded in the political economy of industrial policy. Figure 8.1 revisits the timelines 
for the two countries. The index shows that ISI industrial policy was but a short episode in 
Peruvian history whereas Ecuador had constantly pursued some type of ISI policy throughout its 
modern history with short-lived downturns of protection, usually connected to declines in the 
prices of traditional exports. 
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Figure 0.1 Indexes of intervention for Ecuador and Peru: 1980-2010. 

 
In addition, the index highlights data neglected in previous analysis of industrialization. It 

underscores that while Peru had not seen any single piece of industrial protection legislation or 
any purposeful program to boost manufacturing until 1959, Ecuador had passed at least seven 
legislative acts, specifically aimed at ISI and manufacturing protection and promotion from 1906 
until 1976. Since 1906, Ecuador’s subsequent laws were amendments of the previous one, 
endowing industrial policy with some level of coherence and continuity. In contrast, Peru used 
tariff schemes differently than Ecuador. Before 1959, Peru used tariffs mainly to raise 
government revenues while Ecuador deployed them to protect specific industries and programs.78 
In sum, historical events have been revisited and reconsidered. 

                                                      
78 See for example the sugar protection tariff in place since 1944 (Guerrero, 1986) and the Llantera Chiriboga specific 
protective measures in 1958 (Fitch, 1976). The sugar subsidy has been so difficult to phase out that even Correa’s 
leftist administration could not get rid of it. 
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Central finding: consensus explains institutional resilience 
The richness of analyzing industrial policy from a historical institutional approach lies in 

its abilty to explain change as the complex interaction of various causal mechanisms when there 
is no single “smoking gun”. As Sven Steimo (2008) once stated, historical institutionalism sees 
“institutions, ideas and context as a co-evolutionary process” in which it is difficult to single out 
one as detached from the others. Accordingly, the main finding of this research is that consensus, 
understood as the capacity to find common ground and compromise between public and private 
agents, was the most important mechanism to explain policy resilience. Even when path 
dependence provided a powerful inertia for liberal continuity, the ability of the Lima elite to 
generate consensus about the neoliberal path enabled the state is able to institutionalize policy 
frameworks over time, including agencies that take the lead in policy design and implementation. 

Inspired by Barrington Moore’s, (1963) conclusion in The Social Origins of Dictatorship 
and Democracy of “no bourgeoisie, no democracy”, it is safe to conclude “no consensus, no 
policy resilience”. Compared to the experience of successful industrialization in East Asia in 
countries such as as South Korea and Taiwan, the main failure of ISI policies in Ecuador and Peru 
resided in the absence of strong public-private partnerships that stood the test of time (Chang, 
2009). The review of Ecuadorian and Peruvian history demonstrates that industrial policies 
achieved their goals only when there was a minimum consensus on policy objectives and policy 
mechanisms among different stakeholders. For instance, the long tradition of protectionist 
industrial policies in Ecuador could never compensate for the sour regional grievances that 
divided elites. The lack of minimal agreements on how to manage the economy among elites 
from the Coast and those from the Highlands cancelled out existing state incentives and 
investments to expand the domestic market. The rare periods of collaboration, like the 1950s 
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under the liberal and conservative governments of Galo Plaza, José María Velasco Ibarra and 
Camilo Ponce were also the periods in which industrial policy and state services were directed 
steadily towards institutionalization. When centralized control of industrial policy-making 
prevailed under military rule in the 1970s and from 2007 to 2015 during the Correa 
administration, it met with a strong backlash from business sector participants. It had low impact 
on growth and manufacturing value added. Investment in manufacturing did not grow 
significantly despite of the generous set of incentives and public subsidies that the state offered to 
industrialists. 

Similarly, Peru did not enjoy significant gains during ISI’s most important critical 
juncture in the 1970s. Velasco’s abrasive implementation of industrial policy alienated the most 
important beneficiaries of these policies: the industrialists. Strong opposition to Velasco’s brand 
of policies triggered a strong reaction that became path dependent over time. The reaction became 
resilience and path dependent only because the actors involved in industrial policy built a strong 
consensus about the direction of changes and decided to remain on track.  

The research uncovered that when consensus among policy stakeholders is reached, it 
works in both directions. It can generate a reaction to force radical changes in policy, even drastic 
ones. But it can also help to consolidate changes already underway or, as in the case of Peru, that 
have become path dependent. By contrast, Ecuador never reformed, much less dismantled, ISI 
policies throughout the modern history of industrialization. The cyclic character of industrial 
policy in Ecuador is in great measure a result of short-lived coalitions to promote policy changes 
or to take advantage of existing policy frameworks. Political instability was so pervasive that no 
government had the strength to advance neoliberal reforms beyond piecemeal trade liberalization 
and tax exemption. When a left-leaning government arrived in power with enough leverage to 
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promote changes, it singlehandedly inaugurated a new era of ISI policies even though the many 
features of the old framework were still in place. As noted above, the inability to compromise 
among economic and political elites, divided even more by regional cleavages, translated into 
persistent political instability that resulted in “winner-takes-all” situations when one of the 
factions controlled power. Over time, these entitlements were difficult to dismantle. This dynamic 
led to an ever-increasing burden on the state that only subsided during economic downturns when 
fiscal constraints halted incentives out of necessity.  

These findings converged with those found in recent industrial policy studies about other 
Latin American countries. For instance, Ben Ross Schneider (2015) found that close relationship 
associations between business associations and governments increased opportunities for long-
term growth and improving policy collaboration in Colombia, Mexico and Brazil (p. 6). 
Historical cases describing how a business-state consensus laid the basis for autonomous 
development in Brazil and Colombia had long been reported in the literature of industrial policy 
(Evans, 1979; Ocampo, 1994). 

 
Central finding- interconnected causal mechanisms  
The causal mechanisms that contributed to the unraveling of ISI industrial policies –

ideas, actors, institutions- are closely linked to one another. And as Sven Steinmo (2008) asserted, 
ideas cannot and should not be detached from other important variables like time, context and the 
places where policies take place (Steinmo, 2008). The same should be said for actors and 
institutions. The three elements intertwined to create different institutional arrangements that in 
one case consolidated neoliberal reform while in the other, produced a backlash and a revival of 
former ISI policies. The caveat is that policy evolved in similar ways as it did before the critical 
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juncture that represented the peak of ISI policy interventions. A summary of the main findings 
about how ideas, actors and institutions shaped the evolution of industrial policy in Peru and 
Ecuador and how each contributed to the different trajectories in each case is presented in the 
following sections. 

 
Ideas in context 
Ideas informed the complete transformation of ISI policies in Peru as much as the 

resistance to changing them in Ecuador. Peru and Ecuador started their post-1980 journey of 
industrial policy change with different paradigms in mind. In Peru, the ideas of Milton Friedman, 
Frederic Hayek and other neoliberal thinkers started to sink in as early as the end of 1970s. The 
influence of General Pinochet’s laissez-faire policies in Chile (FitzGerald, 2005) and Lima think 
tanks like Instituto Libertad y Democracia actively promoted a radical debunk of state-led 
capitalism. Ecuador had a longer and more complicated transit towards paradigm change. There 
were many reasons for this departure. First, Ecuador had long been more isolated from outside 
influences. Neoliberal technocrats became notable in public opinion circles only at the end of the 
1980s. They were led by Alberto Dahik who went on to become Vice-president and mastermind 
of the first radical effort at neoliberal reformation from 1992 to 1994. Second, neoliberal 
advocates and technocrats had always competed with left-leaning public intellectuals who also 
were prominent figures in public opinion circles. The latter had the wind at their backs after 1990, 
with the increasing influence of the anti-neoliberal indigenous movement. The triumph of the 
Citizens’ Revolution in 2007 gave ISI theories the necessary clout to sway public perceptions 
about protectionism and the role of manufacturing in economic development.  
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Ideas that either champion liberalization of economic policy or strong state intervention 
are firmly anchored in dualistic views about the role of the state in production and economy. One 
the one hand, the discussion revolves around the extent to which the state should have the 
capacity and the obligation to lead industrial policy and intervene in the generation of good and 
services or; if the private sector should take the initiative and manufacturing development should 
be market-driven. This debate has also been present in seminal works about industrial policy in 
Asia. The varieties of capitalism literature identified this dichotomy: coordinated economies 
versus free-market economies (Hall & Soskice, 2001). 

Informed participants (N=58) were asked to reflect on the ideas that informed their 
decisions to act on industrial policy. They were also asked to provide an appraisal of industrial 
policy transformation from their set of ideas. Not surprisingly, the responses confirmed the 
findings from the index of intervention. For instance in Peru (N=28), the participants strongly 
believed that Velasco’s ISI intervention was the country’s ultimate experience with statism and 
that this experience pushed the country to react decisively against it. Even though some 
participants recognize that neoliberalism has not worked for the very poor, they believe that the 
market-based system renders better solutions than resorting again to state dirigisme. The majority 
of interviewees preferred the politics of small improvements to the existing state of affairs rather 
than testing radical reforms that could take them back to the past. Their forecast is that Peru will 
stick to the idea that “the best industrial policy is the one that does not exist”, regardless of their 
policy preference. The participants see the increasing support of free-market views 
institutionalized over time and the new version of industrial policy, PDPs, resilient to radical 
departures from the mainstream. 
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As expected, the interviewees in Ecuador recognized a U-turn in the case of Ecuador 
when asked about the evolution of ideas. They identified the return to statist ideologies and 
centralized control of private sector initiative. However, they have divided opinions as to whether 
dismantling neoliberal ideas is a bad or a good policy. Businesspeople see the revival of ISI as 
problematic, but when they assess the different policy features separately, it is clear that they 
agree with state support and technical assistance. What they strongly opposed is increasing the 
burden of taxation and not liberalizing trade. Bureaucrats and technocrats see the return of the 
state as utterly positive, including the reversal of Washington Consensus policies. The cleavages 
are strong among actors. All them blame the other actors for the lackluster outcome of industrial 
policies in the last thirty years, including the Citizens’ Revolution administration. What all 
participants did agree on is that the revival of ISI since 2007 became highly unstable and less 
institutionalized than when democratic rule started, with ever changing decisions, ministries and 
even personnel in charge of industrial policy. Overall, Ecuadorians are less confident about the 
extent to which the new wave of ISI policies after 2007 will stand the test of time. 

 
Actors 
This comparative exercise demonstrated that agency is paramount in creating pressure for 

changes as well as resisting them. In the Peruvian case, industrialists and other major private 
sector associations mobilized and set off a strong chain of reactions against Velasco’s statist 
brand of industrial policies and the institutional framework that supported them. By 1990, the 
private sector coalesced around a single vision of change informed by the ascending neoliberal 
paradigm. In this context, two types of actors took centre stage in creating and then dismantling 
ISI prescriptions: technocrats and businessmen commanding the chambers of commerce and 
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industry. The first were pivotal in reforming the institutional architecture of ISI, namely the 
financial institutions like Banco Industrial and COFIDE, along with the Ministry of Industries, 
Commerce, and Integration. Then technocrats led the movement against statism. 
Notwithstanding, business associations held the pivotal role of mobilizing support for those 
changes. Business associations went through two distinct moments in their reaction to ISI 
policies. The then powerful National Society of Industries (SNI) led the first wave of reactions 
directly against Velasco’s administration and then against his successor for the lack of progress in 
dismantling Velasco’s policies. SNI facilitated the passing of the 1982 law which included them 
in the new Council to define trade policy. Industrialists wanted to secure participation and 
gradualism in the phasing out of protection. The second moment was dominated by peak 
associations where the larger economic groups held the leverage. They fought the final battle 
pushing for definitive and unequivocal changes toward market-oriented type of policies. Again, 
historical institutional differences mattered. In the second phase, SNI was always outmaneuvered 
by other business associations like the Association of Exporters (ADEX) that exercised a 
powerful control of the political process in Peru and, by so doing, also leveraging the type of 
economic policy that best suited their business interests (Durand, 1984, p. 27).  

These findings about the leading role played by technocrats in Peruvian industrial policy 
unraveling coincide with those described by Eduardo Dargent (2015). Dargent advanced the idea 
of the relative autonomy of technocrats and the pockets of power they enjoyed in the areas of 
economic policy-making due to their purported expertise. Vergara and Encinas (2016) also 
focused on the central role of technocrats in consolidating neoliberalism. 

In contrast to Peru where business associations worked hand in hand with technocrats in 
mobilizing public opinion and political parties for neoliberal reform, Ecuador’s business 
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associations remained on the sidelines of change. Enlightened technocrats and bureaucrats held 
the initiative in industrial policy-making, except for the decade of critical political instability 
(1996-2006) when they maintained the existing programs and benefits out of inertia. The 
disconnection between state technocrats and the private sector and its trade associations created a 
mismatch of expectations and discouraging outcomes for manufacturing. Even when industrialists 
agreed with the broad features of the existing industrial policy in Ecuador, the lack of 
coordination and trust between state representatives and industrialists diminished the possibilities 
of improving or correcting policy instruments on the march. Fast-forward, a different set of 
enlightened bureaucrats and technocrats repeated the story when the left-leaning government of 
Rafael Correa took power in 2007. The new planning body, SENPLADES, congratulated itself 
for not having consulted a single business leader when designing its first national plan. It is also 
telling that planners never consulted with the pioneers of the most important period of Import 
Substitution Industrialization era during the 1960s and 1970s figures such as Galo Montaño and 
the personnel at CENDES were not brought into the discussions, not even to learn from past 
mistakes and improved their policy design.  

The revival of ISI under the Citizens’ Revolution did not look back at Ecuadorian history 
for lessons. Neither did policymakers look to the East Asian experience where policy 
coordination and public-private close partnerships became central to correct and improve policy 
instruments on the go. Correa never tried to create public-private partnerships to advance his 
policy goals. The repetition of exercises –like enacting new policy frameworks and reforms- and 
constantly shifting valuable personal and expertise sank the prospects of a manufacturing 
awakening driven by a successful industrial policy. At the end of the period under analysis, 
Ecuador neither transitioned to productive development policies as Peru, nor did it embrace a 
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coherent ISI policy package. At the time this study concluded, the convoluted set of policies that 
became known as Selective ISI policies remained in place. They remain subject to bureaucratic 
inertia, incapable of amending the errors of the past and unwilling to negotiate a truce with 
industrialists and business associations in general. In the end, industrial policy became an 
exercise of technocratic enlightenment imposed from above. 

 
Institutions 
The institutional framework studied in this dissertation is the set of rules, procedures and 

organizations that supports industrial policy programs. The most important pillars of this 
framework are the laws promoting and protecting manufacturing development. These laws 
generally establish the organizational matrix of the agencies directly in charge of implementation. 
They also determined the level of flexibility, autonomy and accountability that the institutions in 
charge of implementation have. Substantively, the case studies of Peru and Ecuador provide three 
important takeaways about the institutions in charge of policy implementation and institutional 
change in general.  

First, both countries had industrial promotion laws that decentralized political authority 
after 1980s. The agencies in charge of industrial policy implementation suffered from a lack of 
institutional leadership and autonomy. Inertia set in, depriving them of importance over time. 
This is true for Peru’s productive development policy as much as for Ecuador’s new selective ISI 
policy package after 2007 as Pablo Andrade’s (2015) work about the Citizens’ Revolution 
policies aptly demonstrates. The literature about industrial policy has commonly identified a 
single agency as the most important institution –and sometimes the bedrock- of effective 
industrialization. Japan’s Ministry of Industries and International Trade is a case in point 
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(Johnson, 1982). Chile’s agency of economic development CORFO offers a good example of 
innovation and autonomy in steering economic actors with different interests towards value-
added creation (Fermandois Huerta, 2002). In both cases, agencies transitioned effectively from 
ISI-type of policies and became the most important partners for business and export development 
(Callon, 1997; Parrilli, 2004; Fermandois Huerta, 2002). The lack of clarity about the agencies 
and institutions in charge of industrial policy created confusing lines of authority, prevented 
innovation and inhibited the possibility of correcting policies on the march. 

The second problem derived from the first. Peru and Ecuador had been better at creating 
institutions than sustaining them over time. Even before the military took power in the 1970s, 
both countries were marked by a multiplication of agencies and institutions serving industrial 
development that did not stand the test of time. In Peru, most of the agencies that were created 
during the Velasco administration were gone by 1993. Banco Industrial was liquidated. 
ITINTEC, the agency in charge of innovation and technology was closed to open a new one, 
INDECOPI. The main industrial policy authority, the Ministry of Industries, became mainly 
focused on commerce. The same could be said about Ecuador. The protectionist nature of its 
industrial policy did not prevent them from this re-foundational enthusiasm. Instead of enhancing 
and consolidating the mandate of CENDES, one of the most important institutional innovations of 
the late 1950s to support manufacturing development, democratic governments opted to neglect it 
and then, outright liquidation. Other agencies that CENDES helped to create suffered the same 
fate as well: CEBCA, CENAPIA, COORDINAUTO. However, under Correa’s new brand of ISI 
policies, new agencies proliferated. The complex organizational chart that resulted foreshadows 
the pervasive problems of coordination and authority that had plagued Ecuador in the past. In 
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other words, the simpler and sustained the institutional framework is, the better. It is a lesson that 
Ecuador has still to learn and Peru is just starting to understand. 

Finally, both countries have problems with institutional learning and resilience. 
Interviewees from the private sector in both countries (25 out 30) asserted that the institutional 
framework is not demand-driven but supply-driven. They think state institutions and agencies are 
usually created before assessing the actual need for them. The result is a permanent disconnection 
and confusion about government services and possibilities and actual needs. Again, the lack of 
institutional learning in both countries is directly related to the difficulties of consensus. In Peru, 
the Lima Consensus has addressed this problem by working with different governments to reform 
and redefine roles and responsibilities of institutions promoting exports and trade like PromPerú, 
but it remains an ongoing process. Surveys and open-ended interviews could help social scientists 
to understand more the needs and specific investment circumstances under which actors opted to 
participate and contribute in the policy process. As Schattschneider (cited by Steinmo, 2008, p. 
165) wrote, “new policies created new politics”.  
 
Lessons learned and research agenda 

This dissertation has provided an encompassing revision of industrial policy in two 
Andean countries, Peru and Ecuador, spanning forty years of longitudinal analysis. Moreover, the 
index of intervention developed by this work allowed for an extended contextual overview that 
covered almost a hundred years, since the origins of modern industrialization in both countries, to 
understand the long-term evolution of industrial policy. 

This work is a direct response to the call for revitalizing Latin America political economy 
through “grounded empirically based research” made by Juan Pablo Luna, María Victoria Murillo 
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and Andrew Schrank (2014) in a special edition of Latin American Politics and Society. The 
thesis originated in a real world puzzle: why was there a forceful revival of ISI in Ecuador while 
neighbouring Peru had consolidated a neoliberal type of industrial policy? By situating the 
research at the intersection of state, markets and socio-political actors, the research for this thesis 
contributes to a better understanding of the long-term process of institutional change in a sector 
that once represent the solution par excellence for overcoming development and backwardness: 
industrialization policies (Cardoso & Faletto, 1971; Furtado, 1969; Günder-Frank, 1969). At a 
minimum, Latin American scholarship owes these canonical works of the dependency school a 
long-term critical appraisal of this historical transformation. However, this appraisal of industrial 
policies needs a recoupling of the economic and political economic spheres as Kenneth Roberts 
(2014) advocates for a new Latin American political economy scholarship. 

There are many lessons to be learned from this academic journey. The first is ontological. 
Industrial policy was studied as a process knitted out of a complex set of variables over a 
considerable period of time. The study of processes demands a necessary distance and special 
awareness of the ideas and ideological leanings that informed most of the literature on industrial 
policy in Latin America. Even though no research can claim complete objectivity, a fresh look to 
the historical evolution of industrial policy could only be possible looking objectively at primary 
sources and interviews without pre-conceived assumptions about actors, institutions or paradigms 
of industrial policy. Moreover, open-ended interviews were sought as mechanisms to interpret 
reality without second-guessing actors’ interpretations. As Hall and Taylor (1996) emphasized in 
their observations about interviews for CHA, “the focus on the meanings that historical actors 
attribute to their own actions, greatly enhances the realism of the analysis” (p. 954). As a result, 
this thesis has contributed to a balanced understanding of industrial policy as a long-term process 
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of institutional change where actors from the public and private sector had equal opportunity to 
provide their interpretation of the sequence of events under investigation. 

The second lesson is about theory testing. Comparative Historical Analysis was a useful 
approach to explain how the timing and sequencing of events can produce different outcomes, 
depending on the duration, depth and longevity of interventions. CHA has been used effectively 
to analyze long patterns of institutional change in the past, like the legacies of liberal revolutions 
in Central America (Mahoney, 2001a); the longevity of competitive authoritarianism (Levitsky & 
Way, 2010) and the democratizing nature of social and grassroots movements (Yashar, 1997; 
Collier & Collier, 1991) This is also the first time CHA is used to analyze industrial policy in the 
Andean countries using a long time horizon. Going forward, Comparative Historical Analysis can 
make important contributions to the study of institutional change and industrial policy in other 
countries of Latin America where the interactions between state and markets are highly unstable 
and still in the process of consolidation. Moreover, CHA can help moving the debate forward 
towards in-depth studies about political economy at the intersection of economic structures, 
institutional frameworks and political action. 

The third lesson is policy relevance. The challenge was not only to solve a research 
puzzle in the literature on Latin American political economy but also to improve policy practice. 
By focusing on the policy process, this research demonstrated how important is participation, 
coordination and minimum consensus for the longevity and resilience of industrial policy. 
Moreover, this thesis described how consensus is more important to policy effectiveness than any 
single instrument or incentive package imposed from above. In both cases, Ecuador and Peru, 
only demand-driven approaches to industrial policy –even minimal ones- had taken hold and 
became relevant for the main stakeholders of this policy, industrialists. At the end, it seems the 
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most important ingredient for successful industrialization is trust. The most generous amount of 
incentives –like the ones created by Velasco in Peru, Rodríguez Lara and Rafael Correa in 
Ecuador- cannot compensate for the lack of confidence in the system as a whole. The same could 
be said about neoliberalism. The quest for the minimal state cannot spearhead investment and 
manufacturing development in the absence of minimum consensus about the scope and breath of 
liberalization changes the country plans to implement. Labour and social groups should also have 
their say in the policy-making process. Industrial policy like macroeconomic policy benefits from 
close coordination with stakeholders. While neo-corporatism has been demonized, studies about 
policy transitions demonstrate how important it is to negotiate and agree on a public policy 
framework that lasts beyond a single elected government if the state wants to achieve expected 
policy goals like industrialization (Hall, 1986, p. 270; Compston, 2002, p. 2). The Netherlands, 
for example, established up front the consensual character of the Dutch economic system in their 
catalogues promoting direct investment opportunities. They are proud of their “long tradition of 
negotiation, which lives on in close and regular contacts between trade unions, employers’ 
organizations and governments” (The Netherlands, 2014, p. 33). It was neoliberal Peru not ISI-
leaning Ecuador that secured South Korean commitment to a co-produce a line of training 
aircrafts KT-1P (DefenseNews, 2015) despite all the courting and mimicking of South Korean 
model of industrialization during the Correa administration.  

Industrial policy is one of the best examples of how Latin American scholarship cannot 
afford to decouple economic structures and incentives from political actors and institutions. 
Flailing, unstable political institutions and fragmented policy-making that neglect stakeholder 
participation can trump the best economic incentives. Understanding the process of policy in time 
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can yield relevant answers to improve not only the policy process, but also long-standing public 
institutions an their prospects to boost inclusive economic development. 
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Appendix B 
Letter of Information for business leaders 

Department of Political Studies Mackintosh Corry Hall 
Queen’s University 
Kingston ON 
K7L 3N6 
  

 
 

This PhD research is being conducted by Grace Jaramillo, under the supervision of Dr. Catherine 
Conaghan, in the Department of Political Science at Queen’s University in Kingston, Ontario.  
 
What is this study about? The study is about the political transformation of industrial policy in 
Ecuador and Peru over the last 30 years. The research will gather information about the decision-
making processes that created, reformed or eliminated public policies and programs aimed at 
supporting industrial development. The study will require one interview, which will last 
approximately forty-five minutes to one hour in length. There are no known physical, 
psychological, economic, or social risks associated with this study. 
 
What are the benefits of this research? The benefits of this project are three-fold. The study 
will provide a comprehensive understanding about how and under what conditions the state has 
supported industrial and manufacturing development in the past. Secondly, it will provide an 
understanding of public and private partnerships in a span of at least three decades. Lastly, the 
research will shed light on how the developing countries change public policy. 
 
Is my participation voluntary? Your participation in this study is voluntary. If you decide to 
take part in the study you may refuse to answer any questions that you do not want to answer. 
You can also withdraw at any time by letting the interviewer know. If you decide to withdraw 
from the study your data and contact information will be destroyed unless you indicate otherwise. 
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What will happen to my responses?  You have choice in terms of whether or not you wish to 
have your identity disclosed within this dissertation. If you do not want your name directly 
associated with a quote I will simply refer to you in general terms such as business person, or an 
entrepreneur. The information you provide will be kept in a locked cabinet where only I will have 
access. Information kept on a computer will be protected by a password. Once the study has been 
completed, the data will be destroyed.  
 
How do I find out what was learned in this study? I expect to have this study completed by 
October, 2014. An executive summary of this study will be sent to you. 
 
What if I have concerns?  Any questions about study participation may be directed to Grace 
Jaramillo at 613 766 3016 or grace.jaramillo@queensu.ca or Dr. Catherine Conaghan at 613 533 
6248 or conaghan@queensu.ca. Any ethical concerns about the study may be directed to the 
Chair of the General Research Ethics Board at chair.GREB@queensu.ca or 613-533-6081. 
 
This study has been granted clearance according to the recommended principles of Canadian 
ethics guidelines, and Queen's policies. 
 
Again, thank you. Your interest in participating in this research study is greatly appreciated. 
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Appendix C 
Letter of Information for former or current public officials 

Department of Political Science Mackintosh Corry Hall 
Queen’s University 
Kingston ON 
K7L 3N6 
  

 
 

This PhD research is being conducted by Grace Jaramillo, under the supervision of Dr. Catherine 
Conaghan, in the Department of Political Science at Queen’s University in Kingston, Ontario.  
 
What is this study about? The study is about the political transformation of industrial policy in 
Ecuador and Peru over the last 30 years. The research will gather information about the decision-
making processes that created, reformed or eliminated public policies and programs aimed at 
supporting industrial development. The study will require one interview, which will last 
approximately forty-five minutes in length. There are no known physical, psychological, 
economic, or social risks associated with this study. 
 
What are the benefits of this research? The benefits of this project are three-fold. The study 
will provide a comprehensive understanding about how and under what conditions the state has 
supported industrial and manufacturing development in the past. Secondly, it will provide an 
understanding of public and private partnerships in a span of at least three decades. Lastly, the 
research will shed light on how the developing countries change public policy.  
 
Is my participation voluntary? Your participation in this study is voluntary. If you decide to 
take part in the study you may refuse to answer any questions that you do not want to answer. 
You can also withdraw at any time by letting the interviewer know. If you decide to withdraw 
from the study your data and contact information will be destroyed unless you indicate otherwise. 
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What will happen to my responses?  You have choice in terms of whether or not you wish to 
have your identity disclosed within this dissertation. If you do not want your name directly 
associated with a quote I will simply refer to you in general terms such as public official. The 
information you provide will be kept in a locked cabinet where only I will have access. 
Information kept on a computer will be protected by a password. Once the study has been 
completed, the data will be destroyed.  
 
How do I find out what was learned in this study? I expect to have this study completed by 
October, 2014. An executive summary of this study will be sent to you. 
 
What if I have concerns?  Any questions about study participation may be directed to Grace 
Jaramillo at 613 766 3016 or grace.jaramillo@queensu.ca or Dr. Catherine Conaghan at 613 533 
6248 or conaghan@queensu.ca. Any ethical concerns about the study may be directed to the 
Chair of the General Research Ethics Board at chair.GREB@queensu.ca or 613-533-6081. 
 
This study has been granted clearance according to the recommended principles of Canadian 
ethics guidelines, and Queen's policies. 
 
Again, thank you. Your interest in participating in this research study is greatly appreciated. 
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Appendix D 
Consent forms for business leaders’ interviews 

 
Department of Political Science Mackintosh Corry Hall 
Queen’s University 
Kingston ON 
K7L 3N6 

 
 

Formulario de Consentimiento para empresarios y sector privado 
 

Nombres (por favor mayúsculas):  __________________________________________________ 
 
Información de contacto (Teléfono y correo electrónico):  _______________________________                              
 
Confirmo que he leído y entendido la carta informativa, que explica el propósito de esta 
investigación. Entiendo que proveeré información para una disertación doctoral sobre política 
industrial en el Ecuador y Perú 1980-2010. Entiendo que el propósito de esta entrevista es 
obtener información sobre el proceso de políticas públicas y las interacciones entre el sector 
público y el privado en la formulación de políticas públicas del sector industrial. 
 
Entiendo que mi participación en este estudio es voluntaria. Si yo decido tomar parte en este 
estudio, puedo abstenerme de contestar cualquier pregunta que no quiero contestar. Yo puedo 
también retirarme en cualquier momento de la investigación, solamente comunicándoselo al 
entrevistador. Si decidiera retirarme del estudio, todos mis datos e información de contacto serán 
destruidos, si es que yo no decidiera algo diferente. 
 
Comprendo también que como miembro o ex miembro de una organización, tengo la posibilidad 
de elegir si mi identidad es revelada o no en esta disertación. En este caso, dejaré saber al 
investigador mi preferencia, ya sea por correo electrónico o con una llamada telefónica. Debido a 
que el número de individuos involucrados en la política pública del sector industrial es 
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relativamente limitada, entiendo que si no quiero que mi nombre esté directamente asociado o 
citado en esta disertación, el investigador simplemente se referirá a mí como un industrial o 
miembro del sector privado.  
 
Por favor marcar las opciones siguientes: 
 
 Usted puede asociar mi nombre y posición dentro del sector privado en citas y datos en su 
disertación. No oculte mi nombre. 
 
 Usted NO PUEDE asociar directamente ni nombre y mi posición dentro del sector privado en 
citas o datos dentro de su disertación. (Si usted marca esta posibilidad, la disertación se referirá a 
usted como un industrial o miembro del sector privado o gremio al que usted pertenece).  
 
Acepto que la investigación sea grabada en audio o video. 
 Sí 
 No 
 
 Sí, Me gustaría recibir un resumen de los resultados del estudio. Por favor envíemelo a esta 
dirección de correo electrónico: _________________________________________________ 
 No 
 
Solo Grace Jaramillo, la investigadora, tendrá acceso a las grabaciones. El material recogido en 
esta entrevista puede además ser material para una publicación en revistas académicas o 
presentaciones en conferencias, pero las publicaciones o presentaciones serán sobre hallazgos 
generales y en ningún caso incumplirán con el nivel de confidencialidad acordado en este 
formulario de consentimiento.  

 
Sé que si tengo alguna pregunta, inquietud o queja, puedo contactar a Grace Jaramillo 
grace.jaramillo@queensu.ca; a su supervisora de tesis, Dra. Catherine Conaghan  (613) 533-6248; 
conaghan@queensu.ca ; a la Jefe de Posgrados del Departamento de Ciencia Política, Zsuzsa 
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Csergo (613) 533-6232 ó, a la Jefe del Comité General de Etica en la Investigación de Queen's 
University (613) 533-6081. 
 
Me han requerido firmar dos copias de este formulario de consentimiento. Una copia se quedará 
conmigo y otra será guardada por la investigadora. 
 
Al final de la entrevista, regresaré a esta parte del formulario de consentimiento en caso de que 
alguna información que proveí durante la entrevista deba ser alterada para mantener anónima mi 
identidad o para retirar la información pertinente. 
 
______________________________________________________________________________
______________________________________________________________________________
______________________________________________________________________________
______________________________________________________________________________ 
 
 
He leído este documento y acepto libremente participar en esta investigación.  
 
 
Firma: _____________________________________   Fecha: _______________________ 
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Appendix E 
Consent form for public officers’ interviews 

Department of Political Science Mackintosh Corry Hall 
Queen’s University 
Kingston ON 
K7L 3N6 

 
Formulario de Consentimiento para funcionarios públicos 

 
Nombres (por favor mayúsculas):  __________________________________________________ 
 
Información de contacto (Teléfono y correo electrónico):  _______________________________                              
 
Confirmo que he leído y entendido la carta informativa, que explica el propósito de esta 
investigación. Entiendo que proveeré información para una disertación doctoral sobre política 
industrial en el Ecuador y Perú 1980-2010. Entiendo que el propósito de esta entrevista es 
obtener información sobre el proceso de políticas públicas y las interacciones entre el sector 
público y el privado en la formulación de políticas públicas del sector industrial. 
 
Entiendo que mi participación en este estudio es voluntaria. Si yo decido tomar parte en este 
estudio, puedo abstenerme de contestar cualquier pregunta que no quiero contestar. Yo puedo 
también retirarme en cualquier momento de la investigación, solamente comunicándoselo al 
entrevistador. Si decidiera retirarme del estudio, todos mis datos e información de contacto serán 
destruidos, si es que yo no decidiera algo diferente. 
 
Comprendo también que como miembro o ex miembro de una organización, tengo la posibilidad 
de elegir si mi identidad es revelada o no en esta disertación. En este caso, dejaré saber al 
investigador mi preferencia, ya sea por correo electrónico o con una llamada telefónica. Debido a 
que el número de individuos involucrados en la política pública del sector industrial es 



 

 
 

328

relativamente limitada, entiendo que si no quiero que mi nombre esté directamente asociado o 
citado en esta disertación, el investigador se referirá a mí simplemente como funcionario público.  
  
Por favor marcar las opciones siguientes: 
 
 Usted puede asociar mi nombre y posición dentro del sector público en citas y datos en su 
disertación. No oculte mi nombre. 
 
 Usted NO PUEDE asociar directamente ni nombre y mi posición dentro del sector público en 
citas o datos dentro de su disertación. (Si usted marca esta posibilidad, la disertación se referirá a 
usted como un funcionario o ex funcionario público).  
 
Acepto que la investigación sea grabada en audio o video. 
 Sí 
 No 
 
 
 Sí, Me gustaría recibir un resumen de los resultados del estudio. Por favor envíemelo a esta 
dirección de correo electrónico: _________________________________________________ 
 No 
 
Solo Grace Jaramillo, la investigadora, tendrá acceso a las grabaciones. El material recogido en 
esta entrevista puede además ser material para una publicación en revistas académicas o 
presentaciones en conferencias, pero las publicaciones o presentaciones serán sobre hallazgos 
generales y en ningún caso incumplirán con el nivel de confidencialidad acordado en este 
formulario de consentimiento.  

 
Sé que si tengo alguna pregunta, inquietud o queja, puedo contactar a Grace Jaramillo 
grace.jaramillo@queensu.ca; a su supervisora de tesis, Dra. Catherine Conaghan  (613) 533-6248; 
conaghan@queensu.ca ; a la Jefe de Posgrados del Departamento de Ciencia Política, Zsuzsa 
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Csergo (613) 533-6232 ó, a la Jefe del Comité General de Etica en la Investigación de Queen's 
University (613) 533-6081. 
 
Me han requerido firmar dos copias de este formulario de consentimiento. Una copia se quedará 
conmigo y otra será guardada por la investigadora. 
 
Al final de la entrevista, regresaré a esta parte del formulario de consentimiento en caso de que 
alguna información que proveí durante la entrevista deba ser alterada para mantener anónima mi 
identidad o para retirar la información pertinente. 
 
______________________________________________________________________________
______________________________________________________________________________
______________________________________________________________________________
______________________________________________________________________________ 
 
 
He leído este documento y acepto libremente participar en esta investigación.  
 
 
Firma: _____________________________________   Fecha: _______________________ 
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Appendix F 
Informed participant recruitment e-mail (español) 

Buenos días___________________, 
Mi nombre es Grace Jaramillo y soy una estudiante doctoral en la Universidad Queen’s, en la 
ciudad de Kingston, Canadá. Mi propuesta de trabajo doctoral es analizar la política industrial en 
el Ecuador y Perú desde 1980 to 2010. Agradecería sobre manera que usted pueda concederme un 
espacio de tiempo en su agenda para discutir a profundidad este tema en el cual usted ha sido un 
directo participante. Puedo anticipar que si usted lo pide, su nombre permanecerá en el anonimato 
y no será divulgado de ninguna forma. Usted puede tomar la decisión sobre su participación en 
esta investigación durante el tiempo que dure la misma. 
De aceptar la entrevista, podré explicar con más detalle el enfoque de la investigación.  
 
Esta investigación ha sido aprobada por el Comité de Etica de Queen’s University. 
 
Con gusto responderé todas las preguntas que tenga sobre los fines de esta investigación o el 
contenido de la misma. Si tiene preguntas adicionales antes de concederme la cita, por favor 
escríbame a este correo electrónico o al teléfono 098194685. 
 
Muchas gracias por su tiempo, 
 
Grace Jaramillo 
PhD (c ) Queen’s University 
Political Studies 
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Appendix G 
Ecuador: List of participants 
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Appendix H 
Peru: List of participants 
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Appendix I 
Preliminary questionnaire for interviewees 

A. Questions for Government Officials  
 

1. What is the program that you managed  (or used to manage)? What are (were) its main 
objectives? 

2. How long were you in charge of the program? How many people have managed the 
program so far? How much and in what ways did the instruments and incentives included 
in the program change over the duration of the program? If so, did the initial 
objectives/goals of the program change too?  

3. In your estimation, to what extent were the original policy objectives achieved over time? 
What do you consider were the main obstacles that impeded progress?  

4. What kinds of discretionary power do you have (or did you have) to manage policies and 
to respond to private sector concerns or demands?  

5. Were there official consultations with private sector representatives on issues related to 
policy design? Were there opportunities for informal consultations with private sector 
representatives?  

6. How were policy decisions made? How many participants were included in the decision 
making process? 

7. What levels of government were included? Was policy designed in one ministry or was it 
a collaborative process among different entities? 

8. Who had the final decision-making power in the process? How long did it usually take to 
make a decision? 
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9. How would you describe the type of management used to implement the policies? Was it 
highly hierarchical, horizontal or network oriented? 

10. How often you coordinate your plans and actions with the private sector and with whom 
among them in the implementation process? 

11. How important were the Andean market and the opportunities opened up by the Andean 
community for expanding the program and the final outcome?  

12. Do (or did) the views of actors and institutions outside of Peru/Ecuador affect the 
policymaking process? If so, to what extent? Specify the cases. 

13. To what extend the Washington Consensus Policies deter the continuity of the incentives 
during these years? 

14.  Were there other motivations or interests to stop the incentives achieved before? 
15. What ideology do you think has informed these 30 years of transition? What type of 

directions do you think the changes will take?  
16. Is the current state of affairs (renewed ISI or PDPs) going to last? Why? 
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B. Questions for Business Participants 
1. Do (or did) government policies make it difficult for you to expand your business? What 

problems do (or did) you think the state can help you solve? 
2. Did you have regular contact with governmental officials through institutional channels?  

If so, what governments have provided you with the best access and coordination? 
3. Could you describe an episode -or maybe more than one- when the government was the 

most cooperative in supporting manufacturing enterprises in your sector  
4. Could you also describe an episode or maybe many when the government was less 

cooperative or even obstructive?  
5. What type of policy incentives do you (or did you) expect the state to provide? ? What 

would be the optimal policies and incentives for the state to promote industry?  
6. What are the channels –formal and informal- that you use to express your opinions and 

try to influence policy? 
7. What type of government officials were your contacts? Were they middle-ranking 

personnel high-level bureaucrats or top-level politicians? 
8. Did you have to reach high-level positions in the government to be listened and achieve 

your goals? If so, what cabinet members or other high officials did you usually reach? 
9. When the private sector obtained the incentives, did you experience increases in 

profitability or productivity? If so, for how much? 
10. Was there instability in the type and extension of incentives provided by the public 

sector? How durable were those incentives during these years? 
11. How would you describe the relationship between the state and the private sector 

regarding industrial policy these years? 
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12. To what extend the Washington Consensus Policies deter the continuity of the incentives 
during these years? 

13.  Were there other motivations or interests to stop the incentives achieved before? 
14. What ideology do you think has informed these 30 years of transition? What type of 

directions do you think the changes will take?  
15. Is the current state of affairs (renewed ISI or PDPs) going to last? Why? 

 
 


